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FEHB RATE HIKES— WHAT’S BEHIND THEM? 


WEDNESDAY, OCTOBER 8, 1997 

House of Representatives, 

Subcommittee on the Civil Service, 
Committee on Government Reform and Oversight, 

Washington, DC. 

The subcommittee met, pursuant to notice, at 8:30 a.m., in room 
2247, Rayburn House Office Building, Hon. John L. Mica (chair- 
man of the subcommittee) presiding. 

Present: Representatives Mica, Pappas, Norton, and Ford. 

Staff present: George Nesterczuk, st^ director; Garry Ewing, 
coimsel; Caroline Fiel, clerk; and Cedric Hendricks, minority coim- 
sel. 

Mr. Mica. Good morning. I would hke to call this meeting of the 
House Civil Service Subcommittee to order. We are expecting other 
members, but we are up against a time deadline this morning, so 
I would like to go ahead and begin the hearing. 

I would like to also take this opportunity to thank our witnesses 
and others for coming out on short notice. As I said, we are a little 
bit hard-pressed on time, as we have full committee meetings today 
beginning this morning, and tomorrow, and then the Congress will 
not be voting, and most folks will be away the next week. We felt 
this issue needed an immediate airing, so I thank you for coming 
this morning for an early start on this hearing. 

The purpose of the hearing this morning is to examine the causes 
of the increases in health care premiums for plans participating in 
the Federal Employees Health Benefits Program. The Office of Per- 
sonnel Management aimoimced on Friday, September 26, that 
FEHBP premiums will increase by an average of 8.6 percent for 
1998. This increase follows 5 years of relatively stable premiums, 
including 2 years in which average premiums declined. 

We should note, however, that the average rates mask wide vari- 
ations in individual plan experiences. For example, monthly pre- 
miums for the Blue Cross and Blue Shield high option plans re- 
mained unchanged, as did the Alliance high option plans. A num- 
ber of point-of-service plans and health maintenance organizations 
experienced outright declines. In contrast, the monthly premiiuns 
of some other plans increased dramatically. Monthly premiums for 
two employee-organization sponsored plans rose a whopping 26 
percent and 21.5 percent. 

Federal employees and Federal retirees depend on the FEHB 
Pro^am to provide them and their families with options for high- 
quality health care at reasonable prices, but they do not pay “aver- 
age” premiums. Their bills are determined by the premiums of par- 
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ticular plans. For example, while the monthly premiums for Blue 
Cross and Blue Shield high option plans remained steady, the indi- 
vidual’s shares actually decreased. At the other extreme, the 26- 
percent increase in one of the employee-sponsored plans translated 
into a 75-percent increase in the employee’s share. 

As we examine this issue, a numtwr of questions arise: Are there 
current economic factors forcing premiums to rise that were not 
present in previous years? Are governmental policies contributing 
to these increases? Are there actions Congress can take, consistent 
with free-market principles, to minimize future FEHBP premiums? 

Let me caution, however, that Congress should not react to pre- 
mium increases by adopting anticompetitive and command-and- 
control measures to ensure compliance or impose caps or try to 
overre^ate the market. The government must not pursue policies 
that shield plans or individuals from premiums that reflect the 
real, in fact the true, cost of benefits offered. Prices convey impor- 
tant information to consumers, and it is consumer reunions to 
changes in relative prices that make markets work. 

The strength of the FEHB Program is its market orientation. 
Our goal should be, I believe, to strengthen market forces and con- 
sumer choice in order to keep premiums affordable. 

I have raised a number of questions today. I hope we can gain 
some answers through this panel. We have a single panel, but indi- 
viduals who are very actively involved in this he^th care issue. 

So, that is the purpose of the hearing this morning and my open- 
ing statement. 

[The prepared statement of Hon. John L. Mica follows:] 
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October 8. 1997. 8:30 a.m. 

Room 2247, Rayburn HOB 

Good moraing. ! thank you all for agreeing to appear bdore tiiis sidKoramittee on very short notice. 

Tte purpose of dits hea^ is to aunim the causes of the increases in health care ptemiufiis for i^ans 
partlci{»aiag in the Federal En^jloyees Health Beatflts Progiui lhe.Ofrioe of Peraoenet Management (OPM> 

BfianuHrM on Friday. Septendier 26. 1997 that FEHBP pseadumi wUt Inctcase by an averate of 8.5% for 
1998. This increase follows five years of eelativdy stabte premioms. in c t ud tn g two years in which averse 
premiufm declined. 

We should note, however, that the average ratts mask «4de varlatloas In individual plan experiences. 
For example, inoathly prenduim for the Bhie Cross and Bh»e Shield high option plam remained unchanged, as 
did the AlUam high option plam. A number ofpoim-of-tervice plans and Health Maintenance OrgaMzations 
(HMOsXexperiencal outright declines In contrast, the mocthlypremtnms of some c«her plans Increased 

(kanntlcally. Monthly premittnis for two emptoyee'C^snlzatlon sponsored plans rose a whopptog 26% and 

21.5%. 

Federal em(4oyees andfodersl retheestiq;)end iipon the FEHB Propam to provide ttiem and their 
fiunilkswUh optiou for MglHiuaUtyheahh care St reasonable prices. BuitheydODOtpay**average'' 
prenriums. Their bills ate deunnlned by the premhims of partkxdar plans. For example, whUethemooihly 

premiums for ttK Blue Cress and Blue ^tirid Ugh option pUnsTenudned steady, (he individual's tiiares 

■ctusUy decreased. At ttieottw extreme. 26% increase in one of the employee-spon s ored plans translated 

into a 75% Increases In the employee’s share. 

As we examIntUs issue, a mtmber of questions arise. Are ther(M»nmeconoaifoUctois forcing 
premiums to rise that were not present In previous yean? Are fovernraeaial policies (xmlriiNning to these 
iaciesses? AretiiereactioasCongr«sscatttakerOonnlsteatwlthfree-innrhelpfla6ipies.tominlnizeftiture 

FEHBP premiuinB? 

Let me cautloo. however, that Coogress should not react to pteaa iu m inc re ases by adopting tnti» 
compe ti t i ve, oommaiid-Md<ontroi measuret4o stifle market farcss. Hie gomanat mutt not pursue poBcles 
foal diMdpiaaB or UdNiduals from piemtaasihm reflea the true cost of the bearfhs offered. Pilcesconvey 
hnportant iaformuloD to caasamersr aod lt is cnnwinrr reactioos to chaoges UTdative prices that make 
markets work. 

The strei^ of the FEHB Progran Is Its market orlentatioa Our goal should be to strengthen market 
forces and coasuinercholGelaorder 10 keep premhiins affordable. 


Congret;^ oC tije tHiriteli i^tateec 

ffmat of J&epratmtattt»f 

COMMITTEE ON QOVEflNMENT REPOAM AND OVEASIQHT 
2157 FUvburh House OmcK Bmono 
WASHM orm, DC 20515-8143 
{202)225-6074 


TO: M^benofttieSidKCKnffiiaee on Civil Sendee 

SHOM: John L. Mica 
Chainnan 

DATE: October 3,1997 

RE: Backgrrand Memo • Hearing on FEHBP Premium Increases 


On Weda e sd^, October 8, 1997, the mbcommittee will hold a hearing to gramitw the 
causes of the recently announced FEHBP premium increases lor 1998. The beating will 
be held in Room 2247, Rayburn HOB, from 8:30 ajn. to 10:00 ajn. 

The OfEcc of Personnel Management (0PM) announced on Friday. September 26, 
1997 that FEHBP premiums will increase by an average of 8 Iot 1998. This increase 
follows five years of relatively stable premiums, including two yean in which average 
premiums declined. 0PM also asserts diat|mvate sector tnsutanceidans are expected to 
eiqperience a **doulrie digif* rise in premiums. 

According to OPM, foe Inweekly increase in foe employees* share of bealfo cate 
premiums will rise by $3.32 for self coverage (fiom $24.42 to $27.74) and $8.64 for 
&niIycoverage(fromSS4.1Sto$62.79). The maximum biweekly governmeitt 
contributions in 1998 will be S65.96 for relf coverage ami S142.27 fix fiumly plans. 

These average rates mask wide vaiufoons in individual plan experiences. Anumberof 
plans mqrerieoced rate deceases. For example, monthly premiums fix fiie Blue Cross 
and Blue Shield high option plans remained undianged, as did foe Alliance high t^on 
plans. A number of point-of-service ptos and Health Maintmmcn OtgaaiaMioos 
(HMOs), wqreri en eed outright decline In coatrast, foe monthly p rem iums of other pirns 
increased dramatically. F<x example,, monthly premiums fix foe National Associatimi of 
Letter Carriers Healfo Plan rose a \riiopf^ 26H, and foe American Postal Workers 
Union plan shot 1^21 .3%. 
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From the perspective of ft^leral employees snd retirees, these i»emium adjustments are 
often magnified by die peculiar formula under which tl^ government’s diaro of the 
premium is determined. Even though the monthly premiums for the Blue Cross and Blue 
Shield high optimi plans remained steady, die individual's shares actually rtecteased, by 
S6.78 for the high self plan and by S1S.88 for the high family plan. The 26% increase in 
the Letter Carriers Plan translated into 75% increases in the onployee’s share. (Congress 
recendy adopted anew formula, the Fair Share formula, in the recent budget 
reconciliation act that may ameliorate some of this burden shifting.) 

A nundier of focdots affect the ptemiums charged for FEHBP [dans: the benefits 
provided, the age of die worfcjforce, udlizadon rates, the prices charged by hospitals and 
doctors, the amount of a plan’s reserves, and governmental policies such as mmidated 
benefits. 

Hus year ail plans will ]mvide at least 48 hours of inpatient cate for ixunial childbirdi, 
96 for c^arean deliveties. Mastectomy patients must have the <^on of inpatient care 
and must be p«mitted to stay at least 48 hours. fiPM «l«n eiimiiMtwt maviimiiw itnliar 
limits on covered mental health care, as required by the Mental Health Parity Act passed 
by Congress last year. These particular, miuidates.ate not expected to have contributed 
substantially tote recent (uemiinn. increases. However, te difiScuhies eqperienced by 
Maryland-based HMOs reveal the extent to which mandates can drive iqi costs and the 
infiuenee of Onf policies on FEHBP {uemiums. 

According to arecent news report, HMOs based in Maryland have been placed at a 
compedtive disadvantage in the FEHBP market because of state-mandated benefits and 
OPM’srefiisaitoexesciseitsstatntoiy authority to disregard those mandates. UnderS 
U.S.C § 89(H(mXl). FEHBP contracts “stqiersede and preempt any State or local law ... 
vdiich relates to beidfo insurance or plans to te extent mcb law or regulation is 
inconsistent widisudi contractual provistons.” In short, 0PM may permit a health care 
plan to (rffer fewer benefits through te FEHBP than are requited by stale law. 
Neveiteless, according to the rqxiftOPM has declined to do so. Consequently, these 
HMOs contend they have been fdaoed at a congieiitive disadvanlage in te National 
C^tal Area because com plianc e wMi Maryland’s mandates A-ivesiytlieiT pr emiums. 

Table 1 compmeste tnondi)ypieiniuins fire NYLCsie plans in Maryland, 'Virginia, te 
District of Cohn^ and te states of New Yorit and New Jersey: 
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TABLE 1 


OPTION 

MD/DC/VA 

NY 

NJ 

HIGH SELF 

195.13 

193.81 

170.73 

HIGH FAMILY 

4S8.SS 

503.92 

444.02 

STD. SELF 

132.95 

N/A 

N/A 

STD. FAMILY 

312.41 

N/A 

N/A 


(Source; OPM, Non-Postal Premium Rates for the Federal Employees Health 
Benefits Prognm) 

As table I shows, the high self option costs SI.32 more per month, or SIS.SA per year, in 
the National Capital Area than in high-cost New York state. The contrast witih New 
Jersey rates is even more pronounced. The hi^ self option costs S292.80 mere per year 
in the local area than in New Jersey, and the high family option is $174.72 minre 
expensive. 

this extra burden is shared by the taxpayers and individual employees and annuitants. 
Table 2 shows the amount by v^ch the individual’s share of the NYL(3aie imonthly 
premium in the three-state capital area exceeds (or in the case of the New York High 
family option, is lower than) individual shares in New Yoik and New Jersey. 

TABLE 2 


OPTION 

Capital Area 

Capital Area- NY 

Capital Aiew- NJ 

HIGH SELF 

$5222 

$122 

S9.S4 

HIGH FAMILY 

150.33 

-4524 

3426 

STD. SELF 

3324 

N/A 

N/A 

STD. FAMILY 

78.10 

N/A 

N/A 


(Source: OPM, Non-Postal Premium Rates for the Federal Employees Ifeahfli Boiefits 
Program) 

For the high self option, employees and annuitants in the Naticmal Capital Area pay 
$15.84 (SI.32 x 12) more per year than their New Ytnk counterparts and $11<4.48 ($9.54 
X 12) mote than their colleagues in New Jersey. They also pay $174.72 ($1436 x 12) 
mote for die high family option than dieir employees and annuitants in New Jietsey. As a 
result, these individuals bear the entire burden of the difference between pten t n um s for the 
high option self plan in the National Capital Area and New York and die diflcieuce 
between high option family plan ptemiums in the load area and New Jersey. Although 
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otiier ftctors undoubtedly also contribute, Maryland's mandates no rioubt account for a 
substantial portion of these differences. 

As this example illustrates. Congress must carefully examine the -effect of mandates on 
FEHBP premiums in order to prevent uimecessary increases in the ^tuie. The 
importance of carefully reviewing OPM's mandates is reinforced b>y a statement in the 
press release announcing the current premium hikes. According to riie release, OPM 
“sought to bring about more inqjrovements in mental health benefius,” but its “success 
was limited” because “all plans were faced with premium incteasess to cover higher 
health care costs.” Nevertheless, OPM promises to woik for “imprroved mental health 
coverage” in future plans. Tins promise portends higher costs for carriers and warrants 
close congressional scrutiny. 

A copy of OPM’s press release is enclosed. 

WITNESSUST 

William E. Flynn, III 

Associate Director 
Retirement and Insurance Services 
Office of Personnel Management 

Joseph A. Antos 

Assistant Ihrector for Health and Human Resounces 
Congressional Budget Office 

Steve Gammarino 

Vice President, Federal Employee Programs 
Blue Cross-Blue Shield Association 

Vincent Sombrotto (Invited) 

Piesident 

National Association of Letter Carriers 
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FOR IMMEDIATE RELEASE Contact: Sharon J. Wells 

September 26, 1997 002) 606-1 800 

or sjweils@opm.gov 

1998 FEDERAL EMPLOYEES HEALTH BENEFITS PROGRAM 
OPEN SEASON HIGHLIGHTS 


Washington, D.C.-Federal health plan enroHees will continue to pay lower average rates than 
the private sector as they have since 1995, the U.S. Office of Personnel Management said today 
in announcing that premiums for the Federal Employees Health Benefits Program will increase 
by an average of 8.5 percent for 1998. 

“This is the first significant increase in federal health insurance premiums in five years, and in 
two of those years the average premium actually decreased,” said 0PM Acting Director Janice R. 
Lachance. “We expect tfiat the 1998 increase will be significantly lower than the average private 
sector increase as it has been through most of the 1990s.” 

In 1 996, the last year for vdiich data is available, die avnage federal premium was S3, 699 while 
in the private sector, the figure was $3,915. During the first three years of the decade, when 
federal enrollees paid increases of 8.7, 4.7 and 7.4 percent reflectively, the average private sector 
premium increased 17.1, 12.1 and 10. 1 percent. In 1995 and 1996, private sector premiums went 
up v^ile federal plan costs decreased. 

As widely predicted by health msiuance experts, the trend toward higher health care costs 
continues. Industry trends indicate a double digit imvalc sector increase next year compared to 
die federal hike of less dian 9 percent. 

For 1 998 the FEHB Program will have a number of new benefits. All plans will provide at least 
48 hours of inpatient care for normal childbirth and 96 hours of inpatient care for caesarean 
deliveries. Mastectomy patimts must have the option of inpatient care and must be permitted to 
stay at least 48 hours. 


United States 
OHlceof 
Personnel 
Management 


Office of Theodore RoosevMt Building 

Communicationa 1000 E Street. NW 
Room 5F12 

Washington. DC 20415-0001 


( 202 ) eoo-ieoo 

FAX: (202) 606-2264 




As stipulated in the Mental Health Parity Act, OPM also eliminated maximum dollar limits on 
covered menttd himith care. OPM sought to bring about more improvements in mental hedth 
benelfits, but because all plans were faced with premium incma^s to cover higher health care 
costs, success was limited. 

“As we look toward the iwxt century, our goal is to make sure federal employes can clK>ose 
among health plans that provide hi^ quality care and service, including improved mental healdi 
coverage, at competitive pric^,” said Janice Lachance. “We will continue to woric hard to 
achieve th^ goal.** 

The manag ed care component of the FEHB Pro^^am continues to grow in both size and ^rength. 
The 1998 program will contain additional point-of-service jnoducts. These products allow 
enrollees to minimize their out-of-pocket costs by using selected panels of providers. EnroUees 
also retain the freedom to choose other providers, but at additional cost These point-of-service 
products have proven successful in reducing tlw rate of premium increases by facilimting the 
transition to managed cam. 

Because the current formula for dividing premium increases between die government and 
employee is based on a sunple average premium of specified health plans, federal employees 
and annuitants will, on average, see a biweekly increase of about $3.32 for self coverage, from 
$24-42 to $27.74 and about $8.64 for family coverage, from $54.15 to $62.79. The maximum 
biweekly government contributions in 1998 will be $65.96 for self coverage and $142.27 for 
fiuniiy. 


For 1999, the share of premiums piud by employees and the government will be calculated under 
a new formula. The so-called “Phantom” Fonnula gives way to a Fair Share formula recently 
enacted by die Congress. The Fair Share formu^ will divide premium costs based on a weighted 
average of the premiums of all plans in the program. 

Federal employees may select new health plans during the anima l Open Season which runs from 
November 10 thioi^ December 8. Worldwide, federal employees and retirees will have over 
350 plans from which to choose, including some plans that are new to the program. 

“We encourage all FEHB enrollees to carefuUy review the 1 998 premium and benefit changes to 
assure that diey continue to receive the maximum value for die dollars they invest in their health 
care,” T -arhaTirj* added. “Federal employees, annuitants and their families have a wide choice in 
plans. We hope they*!! take advantage of that choice.” 

The 1998 premium rates for non-postal enrollees are attached. Postal premium rates are 
available upon request. 
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Mr. Mica. On our first panel, we have William E. Flynn. Ed 
Flyim is the .^sociate Director for Retirement and Insurance Serv- 
ices, Office of Personnel Management. We have Joseph A. Antos, 
the Assistant Director for Health and Human Resources of the 
Congressional Budget Office. And we have Steven W. Gammarino, 
vice president of the Federal Employee Programs of the Blue Cross- 
Blue Shield Association. 

If you could come up. 

We have also been joined by our acting ranking member this 
morning. Both Mr. Cummings and Mrs. Morelia persoimlly asked 
to be excused this morning. They have functions in their district 
that they had previously committed to, but will have statements for 
the record and possibly join us before the conclusion of the hearing. 

I would like to take a moment, if I could, and yield now to Ms. 
Norton from the District. 

Ms. Norton. Thank you, Mr. Chairman. This morning you made 
me acting ranking member. I can only recall that you had to make 
me acting chairman. 

Mr. Mica. I made you chairman. 

Ms. Norton. Last week. 

Mr. Mica. I even checked with the Parliamentarian to see if I 
could do it. 

Ms. Norton. I always take orders from my chairman, of what- 
ever party. 

I very much appreciate your initiative, Mr. Chairman, in calling 
this hearing. Tms is a very timely, very important hearing and 
shows the extent to which the chairman and the committee are on 
the cutting edge of the issues that are most important to Federal 
employees. 

I ask unanimous consent that Mr. Cummings’ opening statement 
be admitted in the record. 

Mr. Mica. Without objection, so ordered. 

[The prepared statement of Hon. Elijah E. Cummings follows:] 
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OPENING STATEMENT OF THE HONORABLE ELIJAH CUMMINGS 
BEFORE THE SUBCOMMITTEE ON CIVIL SERVICE 
HEARING ON THE FEHBP RATE HIKE 
Octobers, 1997 

I vsrant first to thank the Chairman for calling this extremely important hearing to 
examine the proposed premium increase for the Federal Employees Health Benefits 
Pro^am (FEHBP). With 21 ,391 federal employees and 1 1 ,552 retirees in my 
congressional district, this steep 8.5% hike in health insurance costs will significantly 
tap my constituent's pocket books. 

The prospect of an increase was forecast earlier this year when the Office of 
Personnel Management (0PM) sent out its Annual Call Letter for the 1998 Contract 
Year. 0PM mandated new coverage levels for mastectomies, mammograms, and 
maternity and mental health services. Nonetheless, an increase of this magnitude came 
as somewhat of a shock to me, particularly given the modest growth in FEHBP 
premiums over the past last years and higher Increases affecting private sector plans. 

The Federal Employees Health Benefits Program has in the past been hailed as 
a model for the private sector because of its wide array of health plans to choose from 
and its high degree of customer satisfaction. This success can quickly be undermined 
if program costs cannot be contained. 
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0PM has indicated that this trend toward higher health care costs will continue 
and that it is the inevitable result of pent-up inflation. It points out ttiat the private 
sector is likely to see a double-digit health insurance premium increases next year. 

This suggests that we'should, somehow, find comfort in the fact that our rates will only 
grow by 8.5%. Well, given that FEHBP is the largest group health insurance program 
in the nation, covering approximately 9 million persons, its bargaining power within the 
industry should produce premiums lower than what can be found in the private sector. 
The real issue for us to focus on here today is not whether our rates compare favorably 
with the private sector, but whether 0PM, as our program administrator, is doing its 
utmost to ensure that FEHBP premiums are fairly established and reflect the best 
value of the medical services they purchase. 

Mr. Chairman, my concerns this morning are twofold: I want to know the whole 
story behind the 1998 premium increase; and I want to know what enrollees are to 
expect for 1999 and 2000. Are there any more surprises in store for us? The 8.5% 
increase could mean spending up to nearly $100 more per month on health care for 
some families. This hits the lowest salaried front-line workers the hardest, since they 
pay the same premiums as a senior executive making three times more than they do. 
When you're on a tight budget, $100 per month more in expenses is more than just an 
inconvenience: it can literally keep you from providing food and clothes for your family. 

I look forward to the testimony of each of our witnesses, and I hope that this 
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hearing will shed some light on the reasons for the premium increase. 


Thank you Mr. Chairman. 
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Ms. Norton. We all cheered when it appeared that health care 
premiums were declining, although there was always some specula- 
tion that this was temporary. My own speculation is that at least 
part of the decline was the good news that came from President 
Clinton’s initiative to try to get wholesale health care reform fi- 
nally. 

But now that it is clear that this Congress is not ready for such 
large changes, even if the American people are, the health care in- 
dustry may have gotten just the opposite message. That message, 
of course, is that it is now possible to return to business as usu^; 
that at best Congress will micromanage cost-cutting, such as initia- 
tives that require the health care industry to pay for certain 
things, such as the controversy that has come out of 24-hour birth- 
ing stays in the hospital, or drive-through mastectomies. 

As egregious as anecdotal abuses which quickly get the attention 
of Congress are, they are no substitute for health care reform that 
can permanently assure providers and Americans alike that we are 
stabilizing the cost of health care reform. 

In light of this unexpected increase, what this committee initi- 
ated in the Balanced Budget Act becomes all the more important. 
I am referring, of course, Mr. Chairman, to Public Law 105^3 that 
establishes a permanent method for determining the respective 
shares that employees and the ravemment will pay as 72 percent 
of the weighted average for all plans. 

I believe that the FEHBP is a superior plan to most plans in the 
country and continue to believe that we can do what we have his- 
torically done, and that is take some leadership in pointing the way 
toward a stable health care plan approach. Even with what we did 
in the balanced budget bill, which is effective only in 1999, we may 
face these kinds of surorises in the future. 

One of the things I believe the committee should do is to see 
whether or not the permanent weighted average for all plans helps 
to stabilize this matter, or whether further action is needed. 

Again, I thank you very much, Mr. Chairman, for your initiative 
in calling this hearing so early after the report of these increases. 

Mr. Mica. I thank the gentlewoman, and would like to now rec- 
ognize vice chairman of our panel Mr. Pappas. 

Mr. Pappas. Thank you, Mr. Chairmem. I really want to thank 
you for calling tWs hearing. You know, we are all concerned, I 
know you are, I certainly am, and I certainly believe Ms. Norton 
is, concerned about the impact these proposed increases will have 
on our Federal retirees. Often these folks, and many of them live 
within my district, are living on very limited incomes, and I am 
deeply concerned about the impact or potential impact of this rath- 
er significant increase on those retirees. I hope that the hearing 
today will shed some light on that. 

I thank the chairman. 

Mr. Mica. I thank the gentleman, and also share his concerns. 

I am pleased also to see and note Mr. Charles Jackson, president 
of the NAFRE, National Association of Federal Retired Employees, 
with us this morning, and share your concern, Mr. Pappas, about, 
again, this significant increase, potential increase, on our Federal 
retirees. 
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I again would like to welcome our panel. As you know, some of 
you have testified before, some of you are new, this is an investiga- 
tion and oversight subcommittee of Congress, and it is our custom 
to swear in our witnesses. If you would stand, please, and raise 
your right hand. 

[Witnesses sworn.] 

Mr. Mica. Thank you. To our newcomers, Mr. Antes and Mr. 
Gammarino, we also have the tradition of allowing lengthy state- 
ments to be entered in the record, and we ask you to try to summa- 
rize, if you can. 

We will open this morning with Mr. Fl 3 mn. We are under some 
time constraints, but I think we have plenty of time to get a good 
overview of what is happening. Welcome back, Mr. Fl 3 mn. 

Mr. Flynn is, again, the Associate Director of Retirement Insur- 
ance Services of the Office of Personnel Management. Welcome, 
and you are recognized, sir. 

STATEMENTS OF WILLIAM E. FLYNN, m, ASSOCIATE DIREC- 
TOR, RETIREMENT AND INSURANCE SERVICES, OFFICE OF 
PERSONNEL MANAGEMENT; JOSEPH R. ANTOS, ASSISTANT 
DIRECTOR FOR HEALTH AND HUMAN RESOURCES, CON- 
GRESSIONAL BUDGET OFFICE; AND STEPHEN W. 
GAMMARINO, VICE PRESIDENT, FEDERAL EMPLOYEE PRO- 
GRAMS, BLUE CROSS AND BLUE SHEBLD ASSOCIATION 

Mr. Flynn. Thank you, Mr. Chairman. Good morning to you and 
to the other members of the subcommittee. We appreciate the invi- 
tation you extended to us to come today to discuss factors which 
required us to increase premium rates under the Federal Employ- 
ees Health Benefits Pro^am for 1998. 

As has been widely reported, the average premium increase for 
the Progrsim as a whole amounts to 8.5 percent. The average par- 
ticipant contribution will increase by $3.32 for self coverage, and 
$8.64 for family coverage on a biweekly basis next year. 

One of the hallmark features of the Federal Employees Health 
Benefits Ingram is choice. By carefully reviewing available plam 
and personal health care needs, individuals can choose a health 

n ’ L that addresses their needs and is at a price that they can af- 

While any increase is a cause for concern for us, 0PM believes 
that the increase will likely be lower than the average private sec- 
tor increase, as has been the case for most of this past decade. 
First, the average premium in the Federal Employees Health Bene- 
fits Program for 1996, the last year for which data was available, 
was $3,699, while the comparable figure for the private sector was 
$3,915. If the Federal program had been growing at the same rate 
as the private sector since 1990, the average Federal premium 
would have been $4,574. Current reports on health insurance costs 
predict high single- and double-digit increases for renewals during 
1998. For these reasons, we believe the Federal Employees Health 
Benefits Ingram will continue to offer good value and remain a 
low-cost leader. 

You asked us to identify the causes which led to this increare 
after several years of premium stability in the program. I think it 
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is important at the outset to mention the several key factors that 
have been important to that stability. 

First is the widespread use of numerous mechanisms to control 
cost and utilization in appropriate ways. Second, we expend great 
effort to inform participants about the Program and the plans 
available to them, enabling them to make informed choices each 
year. Third, the annual competition for participants helps to keep 
premiums competitive. Finally, the Program has built up healthy 
reserve levels which we have used over the past several years to 
mitigate premium increases. 

Nonetheless, we must deal with the underlying rate of medical 
inflation. Medical costs have been increasing for years at an annual 
rate between 6 and 7 percent. In the face of this, the measures out- 
lined above have kept premiums stable. However, with the seem- 
ingly inexorable increases in the cost of care and a reduction in the 
rate at which we are bringing reserve levels to their target, we find 
ourselves with an average increase of 8.5 percent for next year. 

You also asked about what role, if any, government policies may 
have played in the cost increase. Plans in the Program will offer 
a number of new benefits in 1998. First, all plans will allow bene- 
fits for at least 48 hours of inpatient care for normal childbirth and 
96 hours of inpatient care for cesarean deliveries. The plans will 
eliminate annual dollar limits on covered mental health care, and 
in addition, plans will follow the recommendations of the National 
Cancer Advisory Board regarding mammography screening. Fi- 
nally, all plans will allow mastectomy patients inpatient benefits 
for at least 48 hours following the procedure. 

We also sought additional improvements in access to mental 
health care for our participants next year. 

The above benefit goals are illustrative of OPM policy over the 
past several years to identify benefits that, as an employer, we feel 
will promote the well-being of Federal workers, annuitants and 
their families. Our requests for 1998 amount to about one-third of 
1 percent of Program costs, or an average premium of $15 per year. 
Given the minor impact on costs, we believe these have been 
choices worth meiking. 

I think it is fair to say that premium increases have much less 
to do with Call Letter policies than with how successful a plan 
manages utilization, encourages healthy lifestyles, pays the lowest 
available rate for covered services and supplies, and accurately sets 
rates in conjunction with reserve levels. 

Finally, Mr. Chairman, you asked me to compare the impact of 
1998 rates on the participant’s share of premiums, in terms of both 
the average percentage and the average dollar increase, gainst in- 
creases tlmt would have resulted assuming the new fair share gov- 
ernment contribution formula was in effect for 1998, and assuming 
the Chair’s proposal for adjusting a fixed-dollar government con- 
tribution by annual increases in the overall rate of inflation. Those 
figures are attached to my statement and portray that information 
on a comparative basis in a table. 
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I would be happy to answer any questions you or the other mem- 
bers of the subcommittee may have for me. 

Mr. Mica. Thank you, Mr. Flynn. We will defer questions until 
we finish other witnesses. 

[The prepared statement of Mr. Flynn follows:] 
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Mr. Chairman and members of the Subcommittee, I am happy to be here 
today to discuss premium increases in the Federal Employees Health 
Benefits program and trends in private-sector health expenditures. With 
your permission, I will submit my written statement for the record and 
summarize it briefly here today. 

The Office of Personnel Management recently announced that 
premiums for the Federal Employees Health Benefits program will 
increase by an average of 8.5 percent in 1998, after two successive years 
of decline. Enrollees will see an even steeper increase in the premiums 
they pay directly, which will rise by over 15 percent next year. 

Although those are large increases compared to recent experience, 
they appear to reflect the same factors that are putting upward pressure 
on premiums for private health insurance. 

The 1 990s have witnessed a fundamental transformation of health 
care markets that has contributed to the slow growth in insurance 
premiums in recent years. Competition has strengthened, with 



19 


employers becoming much more aggressive in their price negotiations 
with an increasing number of health plans. Managed care plans — ^which 
are better able to control costs and, hence, premitims — ^have steadily 
gained market share at the expense of conventional fee-for-service 
plans. Not only have they sought to reduce inefficiency in delivering 
health services, but they have also been able to take advantage of 
considerable excess capacity in the health care industry to drive hard 
payment bargains with providers. 

Rising costs in the past two years, however, are threatening profit 
margins in the managed care industry. In 1996, the profits of HMOs fell 
by an estimated 60 percent and some plans were forced to use their 
capital reserves to meet their medical costs, Ttiat erosion of profits 
reflects the recent pattern of premium increases that have not kept up 
with general price inflation. 

Although premium increases remained low in 1997 (less than 2 
percent), they were higher than in 1995 and 1996, suggesting that the 
downward trend may have come to an raid. Premium incrraises for 1998 
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are likely to be larger still as plans more folly adjust to 1996’s 
disappointing performance. 

The longer-term outlook for slow growth of premiums may also 
be dimming because ofa growing backlash against manage care. State 
and federal governments are imposing new requirements for health 
plans, which add to the cost of coverage. In addition, large employers 
and their employees may be increasingly willing to pay higher 
premiums rather than switch health plans and personal physicians in 
order to get the lowest possible price. 

Nonetheless, health care maricets in most areas are still extremely 
competitive, and aggressive purchasing by employers is likely to 
continue. Although their concerns about quality of care and employee 
satisfaction may be growing, their concerns about costs will remain. 
Based on those considerations, CBO's most recent projections assume 
that private health expenditures will grow more rapidly over the next 10 
years than they have in the past few years, with growth rates averaging 
5 to 6 percent increases a year between 1998 and 2007. 
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<PAUSE> 


The 8.5 percent increase in total FEHB premiums projected for 
next year reflects business conditions facing health plans in dozens of 
local markets across the country, as well as more general factors 
influencing health care costs nationwide. Although FEHB is the largest 
employer-sponsored program in the coimtry, it does not dominate many 
local markets and one might expect FEHB rates to increase at about the 
same rate as those obtained by other large employer groups. 

A particular concern facing both FEHB and private health plans 
is the imposition of mandates that expand benefits or modify the way in 
which those plans are operated. Such mandates are not a new 
phenomenon. States have traditionally regulated health plans, resulting 
in a complex pattern of requirements that plans must meet. Recently the 
federal government enacted several mandates relating to the portability 
of insurance coverage and covered benefits. 
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Those mandates should not, however, result in large premium 
increases for either private plans or for FEHB in 1998. For example, the 
requirements for minimum hospital stays for maternity patients and 
mental health parity will increase total FEHB spending by about $20 
million in fiscal year 1 998. That amount is extremely modest compared 
with the $17 billion in total spending for federal employees' health 
benefits projected in CBO's baseline. 

Even so, as more state and federal mandates are imposed in the 
future, their cumulative effects on premiums could become 
considerable. That issue, which affects both private and FEHB plans, 
is one of the factors causing uncertainty about future growth in 
premiums. 

To conclude. 

Although an 8.5 percent increase for FEHB in total premiums is 
somewhat higher than CBO and other observers have projected for the 
growth of private insurance premiums for 1 998, it does not appear to be 
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out of line with developments in the private market. Moreover, that 
increase does not mean that a return to double-digit rates is inevitable or 
even likely in the foreseeable future. It may, instead, reflect a return to 
a more sustainable trend after a period of rate increases that did not keep 
up with general inflation. 
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Mr. Mica. Mr. Joseph R. Antes, Assistant Director for Health 
and Human Resources, Congressional Budget Office. Welcome. You 
are recognized, sir. 

Mr. .^TC®. Thank you. 

Mr. Chairman and members of the subcommittee, I am happy to 
be here today to discuss premium increases in the Federal Employ- 
ees Health Benefits Program and trends in private-sector health 
expenditures. 

The Office of Personnel Management recently announced that 
premiums for the Federal Employees Health Benefits Program will 
increase by an average of 8.5 percent in 1998, after 2 successive 
years of decline. Enrollees will see an even steeper increase in pre- 
miums they pay directly, which will rise by over 15 percent next 
year. 

Although those are large increases compared to recent experi- 
ence, they appear to reflect the same factors that are putting up- 
ward pressure on premiums for private health insurance. 

The 1990’s have witnessed a fundamental transformation of 
health care markets that has contributed to the slow growth in in- 
surance premiums in recent years. Competition has strengthened, 
with employers becoming much more aggressive in their price ne- 
gotiations with an increasing number of health plans. Managed 
care plans, which are better able to control costs and hence pre- 
miums, have steadily gained market share at the expense of con- 
ventional fee-for-service plans. Not only have they sought to reduce 
inefficiency in delivering health services, but they have also been 
able to take advantage of considerable excess capacity in the health 
care industry to drive hard payment bargains with providers. 

Rising costs in the past 2 years, however, are tlu-eatening profit 
margins in the managed care industry. In 1996, the profits of 
HMO’s fell by an estimated 60 percent, and some plans were forced 
to use their capital reserves to meet their medical costs. That ero- 
sion of profits reflects the recent pattern of premium increases that 
have not kept up with general price inflation. 

Although premium increases remained low in 1997 — ^less than 2 
percent — they were higher than in 1995 and 1996, suggesting that 
the downward trend may have come to an end. Premium increases 
for 1998 are likely to be larger still as plans more fully adjust to 
1996’s disappointing profit picture. 

The longer-term outlook for slow growth of premiums may also 
be dimming because of the growing backlash against managed 
care. State and Federal Governments are imposing new reqmre- 
ments for health plans that add to the cost of coverage. In addition, 
large employers and their employees may be increasingly willing to 
pay higher premiums rather than switch health plans and personal 
physicians in order to get the lowest possible price. 

Nonetheless, health care markets in most areas are still ex- 
tremely competitive, and aggressive purchasing by employers is 
likely to continue. Although their concerns about quality of care 
and employee satisfaction may be growing, their concerns about 
cost will remain. Based on those considerations, CBO’s most recent 
projections assume that private health expenditures will grow more 
rapidly over the next 10 years than they have in the past few 
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years, with growth rates averaging 5 to 6 percent a year between 
1998 and 2007. 

The 8.5-percent increase in total FEHBP premiums projected for 
next year reflects business conditions facing health plans in dozens 
of local markets across the coimtry, as well as more general factors 
influencing health care costs nationwide. Although FEHBP is the 
largest employer-sponsored program in the country, it does not 
dominate many local markets, and one might expect FEHBP pre- 
miums to increase at about the same rate as those obtained by 
other large employer groups. 

One pmticular concern facing FEHBP and private health plans 
is the imposition of mandates that expand benefits or modify the 
way in which those plans are operated. Such mandates are not a 
new phenomenon. States have traditionally regulated health plans, 
resulting in a complex pattern of requirements that plans must 
meet. 

Recently the Federal Government enacted several mandates re- 
lating to the portability of insurance coverage and covered benefits. 
Those mandates shotild not, however, result in large premium in- 
creases for either private plans or for FEHBP in 1998. 

For example, the requirements for minimum hospital stays for 
maternity patients and mental health parity will increase total 
FEHBP spending by about $20 million in fiscal year 1998. That 
amount is extremely modest compared with the $17 billion in total 
spending for Federal employees'^ health benefits projected in the 
(feO’s baseline. Even so, as more State and Federal m^dates are 
imposed in the future, their cumulative effect on premiums could 
berome considerable. That issue, which affects both private and 
FEHBP plans, is one of the factors causing uncertainty about the 
future growth in premiums. 

To conclude, although an 8.5-percent increase for FEHBP in total 
premiums is somewhat higher than CBO, and other observers have 
projected for the growth of private ins\irance premiums for 1998, 
it does not appear to be out of line with the developments in the 
private market. Moreover, that increase does not mean that a re- 
turn to double-^git rates is inevitable or even likely in the foresee- 
able fiiture. It may instead reflect a return to a more sustainable 
trend after a period of rate increases that did not keep up with 
general inflation. 

Thank you. I would be happy to take questions. 

Mr. Mica. Thank you. 

[The prepared statement of Mr. Antos follows:] 
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Mr. Chairman and members of the Subcommittee, I am happy to be here today to 
discuss premium increases in the Federal Employees Health Benefits program and 
trends in private-sector health expenditures. 

The Office of Personnel Management (0PM) recently aimounced that 
premiums for the Federal Employees Health Benefits (FEHB) program will increase 
by an average of 8.5 percent in 1998, after two successive years of decline. The 
announcement also stated that 0PM expected the percentage increase in I^HB 
premiums to be significantly lower than the corresponding increase in the private 
sector. 


OEM's statement has caused considerable concern among policymakers and 
raised several important questions about the future course of {xivate-sector premiums 
in general and FEHB premiums in particuiar. 

o Does the FEHB premium increase mean that we are about to return 
to double-digit increases in private-sector health expenditures? 

o What fiictors drive the growth of premiuins in the private ^tor and 

the FEHB program? In particuiar, are govenunent actions to mandate 
health benefits responsible for an upsurge in health care costs? 
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o If cost pressvires arc beginning to grow, can FEHB premiums 
continue to grow less rs^idly than private-s«jtor pcmiums? 


RECENT TRENDS 

As is widely tonown, private-sector health e:q)enditnres have been growing much 
more slowly in recent years than in the 1980s. Surveys of employers diow that the 
annua] growth of premiums in employment-based plans dropped from double-digit 
rates at the beginning of the decade to 2 percenter less for flie past three years — rates 
that are below the general rate of inflation (see Table 1). While dsnonstrating a 
similar trend, FEHB premiums have generally grown at rates lower than those 
reported by nonfederal en^iloyers, and average praniums actually declined in 1995 
and 1996. The California Public Employees Retiremait System (CalPERS), atmther 
major public purchaser of healdi care, has also reported premium reductions in recent 
years. 


Health policy analysts generally agree dot die 19SK)s have witnessed a 
fundamental transfiwmation of health care markete that has helped to slow dm ^wtii 
ofheaWi spending, at least tempraarily. The most viable sign of that transformation 
is die diift of workers firnn conventional fee^fiir-service orverage iido tanous forms 
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TABLE 1 . ANNUAL GROWTH OF PREMIUMS OR COSTS FOR HEALTH 

INSURANCE, 1990-1997 (In percent) 


Source 

1990 

1991 

1992 

1993 

1994 

1995 

1996 

1997 

FEHB 

9 

6 

7 

10 

2 

-4 

a 

3 

CalPERS 

17 

11 

6 

1 

-1 

n.a. 

-4 

-1 

Hay/Huggins 

17 

13 

12 

8 

3 

1 

-3 

n.a. 

Foster Higgins 

17 

12 

10 

8 

-1 

2 

2 

n.a. 

KPMG Peat Marwick 

n.a. 

12 

11 

8 

5 

2 

b 

2 

Bureau of Labor Statistics 

12 

11 

10 

8 

6 

2 

a 

b 

Memorandum: 

Consumer Price Index for All 
Urban Consumers 

5.4 

4.2 

3.0 

3.0 

2.6 

2.8 

2.9 

2.4 


SOURCE: Congressional Budget Office based <m the sources cited below. 

NOTE: FEHB - Fe<teal Employees Health Benefits program; CalPERS * California Public Employees 
Retirement System; n.a. - not available. 

a. Decline ofless than 0.5 percent 

b. Growth ofO.5 percent or less. 


SOURCE NOTES 

Office of Personnel Management, Federal Emplc^^ Healdi Benefits Program: The 1997 estimate is based on 
1996 enrollment patterns and does not consider changes in enrollment during <^>en season. 

CalPERS, Health Plan Administration Division: Data for 1995 are unavailable because CalPERS changed the 
definition of its contract year. Elefore 1995,theCalP£RScontractye8rranfi:omAugust 1 toJuly 31. In 1995, 
CalPERS began to switch hs contract year to a calendar year basis. The 1996 data are for tiie contract year 
starting on August 1, 1995, and ending on Decembo’ 31, 1996. Data underlying caloilations for 1997 
ctHTespond to calendar year premium costs. 

Hay/Huggins, Benefits Report D.C.: Hay/Huggins, 1990 through 1996): The surveys use average 

premiums for all employers for the roost prevalent pU^ based on a sample of public and private employers that 
generally have at least 100 employees. 

Fosfor H^gins, Natwrud Survey of EmplcyerSpcnsond Hetdth Plans (New York: Fosta Higgins, 19^ throu^ 
1996): The surv^s are based on a sample of private and public employers witii 10 or more onployees. 

KPMG Peat Marwick, Health Benefits (Tysons Corner, Va., and San Francisco: KPMG Peat Marwick 1990 
throu^ 1997): Hie ^irveys are bas^ mi a sample of private and public employers witii 200 or more emplc^ees. 

Department of Labor, Bureau of Labor Statistics, employment cost index: The index covers only the employer’s 
share of premiums or costs. Growth rates measure changes in cost over a 12>m(»ith period iiom Msudi to March. 
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of managed care. In 1997, fewer than 20 percent of employees are enrolled in 
conventional plans, compared with more than 70 percent just nine years ago.* 

The shift to managed care reflects an increasingly competitive health care 
marice^lace, for vdiich both demand- and supply-side f»:tors are responsible. On the 
demand side, employers have become considerably more aggressive in their price 
negotiations with health plans. A key force instilling competition in the marketplace 
has been their willingness to change health plans to obtain lower premiums.^ 

On the stgtply side, health plans have been focusing on e9q>anding their shares 
of the market With employers becoming more price sensitive, plans’ market shares 
have depended increasingly on their relative prices. Thus, managed care plans — 
which are better able to control costs and, hraice, premiums — have steadily gained 
market share at the expense of conventional fee-for-service plans. Not only have 
they sought to manage cate mote effectively, but they have also been able to take 
advantage of considerable excess capacity in the health cate industry to drive hard 
payment bargains with providers.^ 


1. KFMO Pot M«rwicl(,ff*o**Sen^/Jtt in ;»7 (Tysons Comer, V#., and S«n Francisco: KPMG Peat Marwick, 
line 1997), P.ZS. 

2. PadB. Ginriierg andJeremyD.nckrd^i, Tracking Health CiR Costs: An 16,no. 

4 (Juty/August I997X PP- 1SM55. 

3. See, for example, Kathryn Saenz Duke, "Hospitals ui a Changing Health Care System," fitaUk voi. IS, 

no. 2 (Summo’ 1996), pp. 4941 . 
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Managed care plans may not be able to continue to constrain premium 
growth, however, because of rising costs that are threatening their profit margins. 
Striking evidence of file toward pressure on premiums emerged in 1996 wimn the 
profits of health maintmance orpnizations (HMOs) fell by an estimated 60 percent 
and some plans were forced to use fiieir cjgiital reserves to meet fiieir medical costs.^ 
niat erosion of profits reflects the recent pattern of premium increases fiiat have not 
kept tg> wifii general price inflatioiL 

AlfiKn^ premium increases remained low in 1997, they were higher than in 
1995 and 1996, miggesring fiiat the long downward trend may have come to an end. 
But because of fiw way in wfaidh insurers and healfii plans set those pre mi u m s, 
analysts did not eiqpect file full intact of file 1996 profit squeeze to be felt until 1998. 
Considerable evidoice suggests that Irealfii insurance premiums track changes in 
profits wifii a lag ofabout two years. That lag may reflect the time needed to collect 
and analyze file necessary data <m claims experience, as well as file time needed to 
implement a premium change. 


4. 

}StSe|«ial>erlS, IWruw. 11-12. 
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PROJECTIONS OF PRIVATE HEALTH 
EXPENDITURES FOR 1998 AND BEYOND 


Whether the recent slowdown in the growth of private-sector health spending will 
continue has been die subject of considerable debate. Orrce competitive forces have 
wrung inefficiencies out of the system, will the demands created by medical 
advances and new technologies drive spending back to the rapid growth rates of the 
1980s and early 1990s? Or will continuing market pressures result in permanently 
lower rates of spending growdi? 

The Congressional Budget Office's (CBO's) most recent projections assume 
that private health expenditures will grow more rrqpiidly over the next 10 years than 
they have in the past few years, with growth rates averagir^ S percent to 6 percent 
a year between 1998 and 2007.* At present we see no reason to modify those 
{Hojections, 'which reflect the effects of several opposing forces 'within the health care 
system. 


Upward {aessure on premiums is coming from reduced profit margins, new 
requirements for health plans that the state and federal governments are imposing, 
and an overall change in the envirorunent for managed care plans. That change 
reflects a growing backlash against some of the management practices that plans 

5. CongimkMui Bik^ Office, Th* Eecncmie and Bndgit Outlook: Fiseol Years 1998~2007 (Smumy 1997), 
AppendixH 
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employ, canstng plans to become increasingly concerned about tiieir public image. 
But how &r plans will voluntarily modify dieir practices in response to consumers' 
complaints is uncertain. 

Moreover, there ate indications that large employers may be modifying their 
market belutvior, and some plans are beginning to find that raising premiums does 
not necessarily result m loss of maiket share. Although small employers still respond 
it^idly to price changes, large employers are ^patently becoming less willing to 
change health plans Msen premiums rise, because of the resulting disruption in their 
employees' health care.® When employers were primarily offering conventional fee- 
for-service insurance, switching insurers did not have much effect on employees 
because they could generally see the same providers as before. But with most 
employees now enrolled in some form of plan with a restricted panel of providers, 
changing health plans may well mean changing physicians, which could cause 
considerable discontent. 

Nonetheless, health cate markets are still extremely competitive, and 
aggressive purchasing by employers is likely to continue. Although their concrans 
about quality of care and employee satisfaction may be growit^, their concerns about 
costs will remain. Continued low inflation over the next several years is also 


6. JaocAt, "HMO Profit Plunge in *96.” 
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expected to tranper die growth of piemiums; although price increases for medical 
swvices were greater than general inflation in the 1980s, rising prices in the overall 
economy certainly contributed to the rapid growth of health spending. CBO's 
proj«^ons assume that general inflation will remain at about its current rate for the 
foreseeable future. 


FUTURE GROWTH IN FEHB PREMIUMS 


Health plans offered by the FEHB program consist of a few large managed fee-for- 
service plans that operate nationwide and several hundred smaller point-of-service 
plans and HMDs that serve local markets across the country. All of those plans are 
subject to many of the same forces as private-sector plans mote generally, as well as 
to the unique and varied pressures that exist in local maricets. Thus, just as one sees 
wide variations in levels and rates of growth of private-sector premiums across the 
country, one would also expect to observe similar patterns in FEHB premiums. 

The fnojected 8.5 percent increase in FEHB premiums should therefore be 
interpreted carefully. Because of the large maricet share of the national fee-for- 
service plans, especially the Blue Cross-Blue Shield starrdard-option plan, average 
premium increases in local maricets trray appeia deceptively similar. Family 
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premiums in that plan will rise by 7.5 percent throughout the country, an increase that 
does not reflect the conditions in any particular local insurance market 

The regional pattern of rate increases e^pears to be consistent with conditions 
in local markets. For example, changes in premiums for the three local plans in 
California with the largest family enrollments range from a slight drop to an increase 
of less than 5 percent That performance is consistent with the overall increase of 
less than 3 percent projected by CalPERS for 1998. In contrast family premiums in 
the three local plans in the District of Coltimbia with the largest enrollment will all 
increase by more than 10 percent 


THE ROLE OF MANDATES 


One factor that contributes to the growth of health insurance premiums is mandates 
on health plans that expand benefits or modify the way in Aldrich those plans are 
operated. Such mandates are not a new phenomenon. States have traditionally 
regulated health plans, resulting in a complex pattern of requirements that plans must 
meet. But self-insured plans are exempt from most of those requirements under the 
provisions of the Employee Retirement Income Security Act (ERISA). In the past 
two years, however, the federal government has enacted several mandates relating 
to tiK portability of insurance coverage and covered benefits that will affect all health 
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insurance plans, including those that are self-insured. Several other federal nuiiidates 
are under consideration. 

Although hedth insurance mandates generally increase the cost of providing 
health coverage and result in an increase in premiums, the magnitude of such 
increases for the recent federal mand^s has not been large. The Health Insurance 
Portability and Accountability Act of 1996 (HIPAA) made it easier for people who 
change jobs to maintain health insurance. According to CBO’s estimate, the act's 
provision for insurance portability will impose mandate costs on the private sector 
of $440 million in fiscal year 1998, or about 0.1 percent of the more than $300 
billion spent annually on private health insurance. In contrast, HIPAA did not 
impose any additional costs on the FEHB program, which already covers new 
employees without restriction. 

Other recent federal health insurance mandates, however, are expected to 
increase the costs of both FEHB and private plans. As a result of legislation passed 
last year, all health plans must cover at least a 48-hour hospital stay for normal 
deliveries (96 hours for a cesarean section) and meet certain parity requirements for 
mental health coverage. In addition to those legislated .mandates, 0PM will now 
require that FEHB plans cover at least a 48-hour hospital stay for mastectomies. 
According to CBO’s estimate, the requirement for maternity stays will increase 
federal spending for the FEHB program by $4 million (subj«^ in part to 
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appR^idatioiis) ia fiscal year 1998, and mental health parity would increase federal 
FEHB Sperling by $10 million in diat year. Counting both Il» federal and oqrloyee 
shares of the premium, FEHB ^rending will rise by almost $20 million in fiscal year 
1998 as a result of those mandates.^ That amount is extremely modest compared 
wife fee $17 billion in total ^rending for federal enqrloyees' healfe benefits projected 
in CBO’s baseline. The inqract on private-sector costs is somevdnt mote si^iificant 
CBO estimated private-sector mandate costs of $180 million for the requironait for 
maternity stays and $1.2 billion for mental healfe parity in fiscal year 1998. 

By feemselves, those mandates should not add significantly to the growth in 
healfe insurance premiums between 1997 and 1998. Nonetheless, as mote state and 
federal mandates are imposed, their cumulative effects on premiums could become 
considerable. That issue, which affects both private and FEHB plans, is one of the 
fintors causing uncertainty about future growth in premiums. 


CONCLUDINO THOUGHTS 


The recraitly announced 1998 premium rates for fee FEHB program repr^ent a 
significant rise in healfe cate costs for federal employees. Although an 8.5 percent 

7. That ef^iiiite4oesooltilEBioocNiBt^ any dilate ill ei«ottme«|»BeRttdutiid^ occur ai a result of the 

spending increase. 
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increa^ is somevi^t higher than CBO and other obsoi'ers have projected for the 
growth of private insurance premiums for 1998, it does not ^rpear to be out of line 
with developments in the private mariret Moreover, diat increase does tK>t mean diat 
a return to double-digit rates is inevitable or even likely in the foreseeable future. 

The geogrt^c pattern of FEHB premium increases for local tealth plans 
suggests that OPM is obtaining premium offers that are consistent with conditions 
in those markets. The low incaeasehn' FEHB premiums in California, for example, 
is consistent with the experimce of CalPERS. The FEHB program may be able to 
negotiate rate increases below foe avenge increase in private insurance rates in some 
maricets, primarily those in whidi fone is already substantial con^ietition among 
health plans and in which foe FEHB program has a large share. But even in those 
areas, FEHB rates would not be iimniime to foe forces driving health insurance costs 
in general. 
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Mr. Mica. We will defer questions until we finish with Steven W. 
Ganunarino, vice president of Federal Employee Programs for Blue 
Cross and Blue Shield. 

You are welcome and recognized, sir. 

Mr. Gammarino. Thank you, Mr. Chairman and members of the 
subcommittee. Mr. Chairman, I would like to take advantage of 
your offer to have our full testimony read into the record. 

Mr. Mica. Without objection, it will be made part of the record. 

Mr. Gammarino. On behalf df the association, I thank you for the 
opportunity to appear before you today to discuss the 1998 pre- 
mium increases in the Federal Employees Health Benefits Prc^am 
and related matters. 

As 3 mu know, the 56 Blue Cross and Blue Shield plans jointly un- 
derwrite and deliver the govemmentwide service benefit plan, 
which currently covers over 3 j 6 million members. 

I would like to address the following three points in my testi- 
mony. First, the 1998 premitun for the service benefit plan and the 
factors afferting that premium; second, the expect^ impact of the 
premiums on our open season enrollment; and third, our perspec- 
tive on the FEHBP generally. 

Today, 95 percent of oiir enrollees are in our standard option 
plan. This plan will have a premium increase of 7.5 percent for con- 
tract year 1998. As pointed out in your letter of invitation, this in- 
crease is lower than the average increase in the Federal program. 
I would also note that there are no reductions in our benefit pack- 
age for 1998, and there are actually a few modest enhancements. 
Even with the rate increase, we believe we have a superior insur- 
ance product providing excellent value for our members. 

Variability in premiums from year to year is, I am afraid, not un- 
usual in the insurance industry. Generally speaking, premium in- 
creases are driven by four factors: One, l^neht changes; two, the 
cost of health care; three, utilization patterns; and, four, the demo- 
graphics of a particular group. 

Coping with these clumges and finding ways to mitigate their ef- 
fects on premiums is the insurance carrier’s major task. Addition- 
£dly, because the FEHBP is a mature program with an aging risk 
pool, containing costs is particularly ch^lenging. 

We, like most other health plans in the insurance industry, are 
indeed experiencing an increase in health care trends, and we ex- 
pect those trends to continue in 1998. By far the fastest growing 
«)mponent of that increase is in the prescription drug area. While 
similar changes appear to be taking place throughout the industry, 
our drug program trend may, in fact, be higher because of the large 
number of elderly enrollees. 

We are proud that we have been able to keep our rate of increase 
below the average. We also know, however, tlmt we must find new 
ways to control these costs in order to be successful in this pro- 
gram. 

Because some of our competitors experienced rate incioases sig- 
nificantly higher than ours, and in some cases reduced benefits, it 
is possible that we could see a substantial number of enrollees 
transferring to our plan this coming open season. Our delivery sys- 
tem makes it relatively easy for us to accommodate even lar^ in- 
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creases in the covered population, and therefore we do not antici- 
pate any difficulty in providing services to these new enrollees. 

We do, however, have some concern that our plan may suffer a 
degree of adverse selection during open season. That is, it may at- 
tract a disproportionate share of people with serious health prob- 
lems. To the degree that we experience adverse selection, the task 
of controlling our costs in the future will be even more challenging. 

We have tegun to implement some innovative programs that we 
believe will lead to better and more cost-effective care for our en- 
rollees in the future. For example, this year we launched a pro- 
gram called Blue Health Connection that provides nurse triage and 
individual health care counseling on a 24-hour basis and health 
care information via both the telephone and the Internet. 

With these types of programs, we cem play a role in containing 
costs without impairing, but indeed in many cases improving, the 
care otir enrollees receive. We plan to continue looking for such pi- 
lots in the future. 

As you know, this program is the largest employer-sponsored 
health program in the world. By most accounts, it has been very 
successful in delivering quality insurance to millions of enrollees 
for the past four decades. We believe that the reason for this suc- 
cess is tne critical but delicate balance of the roles of both the gov- 
ernment, the private sector and enrollees. In that regard, let me 
commend you for holding this hearing, because congressional over- 
sight is a primary function in maintaining this balance. 

We see the role of 0PM, the administering agency, as vital as 
well. In our view 0PM should serve primarily as a market regu- 
lator, charged with maintaining a level playing field among the 
competitors in this sector; in admtion, providi^ an environment in 
which employees and retirees, who are the ultimate consiuners, can 
make informed choices. 

We see a distinct and important role for the competing health 

E lans as well. The FEHBP law provides ample groimd rules for 
asic and minimum coverages, with this foundation, each carrier 
must strive to bring a quality product to the marketplace that will 
attract a broad segment of the population while remaining finan- 
cially strong. As new medical technology evolves and new manage- 
ment techniques become available, each carrier must be able to 
offer innovative benefit designs and care management programs to 
the consumer. 

Finally, the individual Federal employee and retiree must seize 
the opportunity to study the offering and make the selection most 
appropriate to his or her needs and family requirements. The con- 
sumer is and must be the ultimate decisionmaker in tMs martet- 
place. 

T hank you, Mr. Chairman. I vdll be glad to ansifrer any questions 
at this time. 

[The prepared statement of Mr. Gammarino follows:] 
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Mr. Chairman and Members of the Subcommittee: 

i am Stephen W. Gammarino, Vice-President, Federai Employee Program at the 
Blue Cross and Blue Shield Association. On behalf of the Association, I thank 
you for the opportunity to appear before you today to discuss 1998 premium 
increases in the Federal Employees Health Benefits Program (FEHBP) and 
related matters. 

As you know, the fifty-six Blue Cross and Blue Shield Plans jointly undenwrite 
and deliver the Government-wide Service Benefit Plan. This Plan has been in 
the Federal Program since its inception in 1960 and is the largest Plan in the 
Program. The Senrice Benefit Plan currently covers over 1.8 million contracts 
and more than 3.6 million lives. 

I will address the following points in my testimony; 

• The 1998 premium for the Service Benefit Plan and the foctors affecting that 
premium; 

• The expected Impact of premiums on Open Season enrollment changes and 
how Blue Cross and Blue Shield is preparing to deal with such changes; and 

• The Blue Cross and Blue Shield perspective on the FEHBP generally. 
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1998 Rate Incraasa 

Ninety-five percent of our enrollees are in our Standard Option, which will have a 
premium increase of 7,5 percent for contract year 1998. As pointed out In your 
tetter of invitation, this increase is lower than the average increase in the Federal 
program. I vwiuld also note that there are no reductions in our benefit package 
for 1998 and a few modest enhancements. Even with the rate increase, we 
believe there can be no question that our Starrdard Option is a superior 
insurance product and provides excellent value for our federal subscribers. 


Variability in premiums from year to year is, I am afraid, not unusual in the 
insurance industry. It is reflected in the ten year history of premium changes for 
the Service Benefit Plan that you requested, as shown below; 

Annual Increase in FEP Gross Premium Rates 
High Option Std. Option 


1989 

50.0% 

22.0% 

1990 

7.0% 

12.0% 

1991 

11.0% 

0.0% 

1992 

-8.0% 

12.0% 

1993 

1.2% 

10.6% 

1994 

-2.0% 

3.4% 

1995 

-7.0% 

-3.0% 

1996 

0.0% 

2.0% 

1997 

0.0% 

0.0% 

1998 

0.0% 

7.5% 


Generally speaking, premium changes are driven by benefit changes, changes in 
the cost of health care, changes in utilization patterns, and changes in the 
demographics of a particular group. Since rate setting necessarily involves 
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pr<^ecting into the future, often based on incomplete information about the recent 
past, carriers frequently either over or underestimate the degree of change in 
ttiese foctors. Coping with these changes and finding ways to mitigate their 
effects on premium is the insurance carrier's major task. It is also an apparently 
unending task, requiring extraordinary effort. Because FEHBP is a mature 
program with an aging risk pool, containing costs is particularly challenging. 

\Ne are indeed experiencing an increase in our health care trends and we expect 
that increase to continue into 1998. By far the festest growing component of that 
increase is in the prescription drug area. While similar changes appear to be 
taking place throughout the industry, our prescription drug trend may be 
unusually high because of the large number of older people in our Plan. 

We are proud that we have been able to keep our rate increase for 1998 below 
the average for the program. Wb also know that we must look for new ways to 
keep our costs, including our prescifotion drug costs, under control in order to 
assure our continued success in the FEHBP in the future. 

Open Season Changes 

Because some of our competitors experienced rate increases significantly in 
excess of ours and also reduced their benefits, it is possfole that we could see a 
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substantial number of enraliees transferring to our Plan during Open Season. 

The decentralized nature of our delivery system makes it relatively easy for us to 
accommodate even large increases in the covered population, and thus, we do 
not anticipate any dHficuity in providing senrices to new enroilees. 

Wa have son» concern that our Plan may suffer a degree of adverse selection 
during Open Season, that is, it may attract a disproportionata share of pec^le 
with serious health problems. There is no vwty we coukJ— or would— try to 
dfficourage any individual or subgroup fiY>m joining our Plan. On the contrary, all 
are welcome. To the degree that we experience adverse selection, however, the 
task of controlling our costs in future will be even more challenging. 

We have already begun some innovative programs that we believe will lead to 
better and mote cost effective cate for our enroOees in the future. 

In 1997, we launched a program called Blue Health Connection that provides 
nurse triage and iixiividuai health counseling on a 244)our basis, and health care 
kiformation via telephone and internet The program win be expanded in 1998. 

We vriH be launching several vokintary programs for people with chronic 
(Meases bi 1998. The purpose of these effoils is to he4> our eraonees manage 
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their conditions, prevent acute episodes, and when they do need-care, to make 
sure they get the care that is most appropriate for their condition. 

We are also expanding our point of service pilots in 1998. In these pilots 
enrollees reduce their out-of-pocket expenses by staying within a network and 
having their care coordinated by a physician they select. 

We believe each of these programs can play a role in containing cost without 
impairing — indeed while improving — the care our enrollees receive. We plan to 
continue looking for and piloting such programs in the future. 

General Perspective on the FEHBP 

The FEHBP is the largest employer-sponsored health care program in the world. 
By most accounts, it has been very successful in delivering quality insurance 
coverage to million of Federal employees, retirees, and their dependents for 
nearly four decades. 

The Blue Cross and Blue Shield Association strongly believes that the reason for 
this success is the critical— and delicate — balancing of the roles of the 
Government, the private sector, and the enrollee. To maintain the balance, all 
parties must play their roles appropriately. In that regard, let me commend you 
for holding this hearing because Congre^ional oversight is a primary function in 
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msintaining the balance. In particular, Mr. Chairman, we very mu^ appreoate 
your role in recognizing the contribution of the private sector in making the 
FEHBP a success. Time and again, you have taken a critical view of mandated 
activities in this program, whether they have been proposed by the Congress or 
the Office of Personnel Management (OPM) or by private sector entities seeking 
to gain a competitive advantage. 

We see the role of OPM, the administering agency, as vital also. In our view 
OPM should serve primarily as the market regulator, charged with maintaining a 
‘level playing field* among the competing private sector carriers, and an 
environment in which employees and retirees — the ultimate consumer— can 
make informed choices. Wb specifically reject any notion of a scenario whereby 
OPM would dictate the specifics of benefit design and coverages above foe 
statutory requirements or where foe agency would attempt to determine winners 
and losers among the carriers. Over the last several years, we have seen a 
number of OPM benefit mandates. While foe individual benefits may have merit, 
we generally oppose benefit mandates and hope this is not a trend that we will 
see in foe future. 


We see a distinct and important role for foe competing carriers in the program. 
The FEHBP law provides ample ground rules for basic and minimum coverages 
and has prohibited exclusionary practices, waiting periods, or the use of 
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preexisting conditions since the beginning of the Program (long before such 
features became fashionable). Thus, each carrier must strive to bring a quality 
product to the market place that will attract a broad segment of the FEHBP 
population, while remaining financially solvent. As new medical technologies 
evolve and new health care management techniques become available, each 
carrier must be able to offer innovative benefit designs and care management 
programs to the consumer. And they must live with the consequences, for the 
enrollee is free annually to accept or reject the offerings. 

Finally, the individual Federal employee and retiree must seize the opportunity to 
study the offerings and make the selection most appropriate to his or her needs 
and femily requirements. The consunwr is and — must be — the ultimate arbiter of 
the market place. 

Thank you, Mr. Chairman, I would be glad to answer any questions. 
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STEPHEN W. GAMMARINO 


VICE PRESIDENT 
FEDERAL EMPLOYEE PROGRAM 
BLUE CROSS AND BLUE SHIELD ASSOCIATION 


Stephen W. Gammarino (Steve) is Vice President of the Federal Employee Program 
(FEP), Blue Cross and Blue Shield Association. Mr. Gammarino has extensive 
experience in the Health Care Administration. Mr. Gammarino is responsible for the 
planning and direction of the FEP. The FEP is the largest privately underwritten 
Health Care program in the world, servicing almost four million enrollees with a 
premium income of over $6 billion. This responsibility includes operations, financial, 
marketing, legal, legislative and contractual activities necessary to ensure the 
delivery of quality and cost-effective health care services to federal employees and 
retirees. 

Prior to this, Mr. Gammarino held a number of positions in the Blue Cross and Blue 
Shield System. 

Mr. Gammarino received a Bachelor of Arts Degree in 1971 at West Virginia 
Wesleyan College. He is currently enrolled at the University of Maryland pursuing a 
Master of Science Degree in Technology Management. 


Augustas, 1997 
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BlueCross BlueShield 
Association 


An >jaociat)on of 
Indt^dent Blue Cross 
and Blue Shield Plans 


13K0. Street. N.W. 
Washington. D.C. 20005 
Tele;.hone 202.d42.llS0 
Fax 202942.1065 


Stephen W. Gammarino 

Vice President 

Fed^ Employee Program 


October 8, 1997 


Committee on Government Reform and Oversight 
Subcommittee on Civil Service 
U.S. House Representatives 
Washington, D.C. 20515 


To Whom It May Concern: 

In order to comply with Clause 2(g)(4) of Rule XI of the Rules of the House, I 
am stating that Blue Cross and Blue Shield Association contracts with the 
federal government in its administration duties related to the Medicare 
contractor program and the Federal Employee Program and receives 
approximately $50 million annually for teese responsibilities. 

Sincerely, 


Stephen W. Gammarino 

Vice President 

Federal Employee Program 
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Mr. Mica. Thank you for your testimony. In fact, I thank all of 
our witnesses. 

Mr. Flynn, I was sort of shocked when I got page 7. I want to 
make sure the other members have a copy of this little addendum 
and chart. I guess that 0PM has put out the total premium in- 
crease is going to be 8.5 percent, and it looks like the enrollee’s 
share, the increase is going to be a shocking 15.4 percent. Is that 
correct? 

Mr. Flynn. Mr. Chairman, that is the average. It is a blend of 
self and self and family. But on average, that is correct. 

Mr. Mica. Fifteen and four-tenths percent. I think there are 
going to be some folks that are shocked in January at what they 
see. When I saw these figures, and this, again, is an average, it ap- 
pears that it is a lot more than the 8.5 that has been announced 
as the overall average premium increase. 

Just for file government share, what kind of total increase in 
costs are we looking at? 

Mr. Flynn. That is also reflected on the table, Mr. Chairman. 

Mr. Mica. I mean in dollars. Have you calculated what this is 
going to cost the Federal Government, that 5.7 percent? 

Mr. Flynn. When you say cost the Federal Government, in terms 
of the total amount? 


Mr. Mica. Dollar amount. 

Mr. Flynn. Well, very roughly, this is quick in my head, I can 
prepare an answer for the record that might be a little better. If 
we have an $18 billion program that is looking at an increase of 
about 8.5 percent, that in round numbers is roughly $1.6 or $1.7 
billion. 

Mr. Mica. $1.6 or $1.7 billion, additional billion, additional, just 
to the Government? 

Mr. Flynn. No, in total. 

Mr. Mica. The Federal Government would be a 5.7-percent in- 


crease. 

Mr. Flynn. It would be about three-quarters 


of that, Mr. Chair- 


man. 

Mr. Mica. About $1 billion? 

Mr. Flynn. I think a little over $1 billion. Probably in the neigh- 
borhood of $1.4 or $1.5 billion. 

Mr. Mica. I was just trying to get some figures. 

Mr. Flynn. A little over $1 billion. Maybe a little less. 

Mr. Mica. I was trying to get an idea of the impact this would 
have on the Federal Government. I think Federal employees and 
retirees are going to be shocked. It also has some impact on our 
Federal budget. 

We have heard that some of the testimony — ^Mr. Antos said the 
cumulative effect of some mandated benefits are part of the prob- 
lem. Is that what you testified to, Mr. Antos? 

Mr. Antos. I would characterize it that the cumulative effect of 
possible future mandates could become significant. 

Mr. Mica. What, in your opinion, is driving these costs specifi- 
cally? What is the bi^est factor? I noticed the Call Letters for con- 
tracts in 1995-96 hM no mandated benefits required. Is that cor- 
rect, Mr. Flynn; 1995-96, the Call Letter for 1997, we have a sub- 
stantial number of mandated benefits. 
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Mr. Flynn. Well, Mr. Chairman 

Mr. Mica. Maternity changes, inpatient care changes, preventive 
mammography screenings, preexisting conditions, some removal of 
limits. But in the previous years we have not had any. 

Mr. Flynn. There were no specific requests in 1995 and 1996, 
but there were requests in prior years, 1994, 1993, and 1992. 

Mr. Mica. Right. 

Mr. Flynn. Your question had to do with what was the cost im- 
pact of the requests that we made in 1997. 

We have estimated that at about one-third of 1 percent in the 
1998 rates, about an average of $15 per participant for the year. 

Mr. Mica. But that is a small fraction of the increase in costs. 

Mr. Flynn. In total increase. 

If I could return to that just for a moment, Mr. Chairman, and 
try to put this a little bit in context, because you had mentioned 
surprise at the average increase in the enrollee’s share of 15.4 per- 
cent. 

What I would like to do is point out two matters that I think 
bear on that. The first is, as you mentioned in your statement, that 
an average always masks things at either extreme, because it is an 
average. 

Next year, in terms of the share that individuals pay, 17 percent 
of the total nonpostal employee and annuitant population will see 
for the plan that they are in today, their share of premium either 
staying the same or not increasing more than 5 percent. 

Mr. Mica. Seventeen percent? 

Mr. Flynn. Seventeen percent, almost 1 in 5. Another 60 percent 
will see their share increase between 5 and 20 percent. Then an- 
other quarter will see their share increase about 25 percent. 

Now, first, as I mentioned in my statement, one of the hallmarks 
of the Federal Employees Health Benefits Fivgram is choice. Be- 
cause people have an annual open enrollment period, they can 
choose good value at a premium price that will be affordable for 
them. 

The second point that I would make, Mr. Chairman, is that this 
is the last year in which the phantom formula will be used to cal- 
culate the ^stribution of the total premium between individual en- 
rollees. Federal employees, annxiitants, and the Government. That 
formula itself drives part of that difference in terms of the split, 
15.4 penent on average for enrollees and 5.7 percent on average 
for the government. In fact, the table that we have provided shows 
you what the fair share formula would have produced using those 
same numbers and also the fixed-dollar formula that you had 
asked us about. 

Mr. Mica. You are saying that there will be an opportimity for 
folks to shop in January? 

Mr. Flynn. Actually from late November until early December 
for effect in January. 

Mr. Mica. Do we have any requirement for these carriers to no- 
tify en^loyees and retirees of an increase in premium? 

Mr. ]^YNN. Absolutely, Mr. Chairman. 

Mr. Mica. I know they get a rate sheet or whatever it is, but do 
they get a specific notice that their premium is going up? 
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Mr. Flynn. Yes, Mr. Chairman, they do. "piere are two primary 
documents that are used to convey information to Federal employ- 
ees and retirees during the open enrollment period. The first of 
those is a document that we publish which is the Federal Employ- 
ees Health Benefits Guide that provides broad summary informa- 
tion for all of the plans that participate in the program. It shows 
what the premium will be for the coming year and has a summary 
of the benefits. It also includes other information about the results 
of our annual Customer Satisfaction Survey and other things that 
are important for employees and retirees making this choice. 

In addition, each employee gets information from the plan in 
which they are enrolled which describes not only the premium 
changes, but also the benefit changes and the basic pack^e of in- 
formation that plans provide. 

Those are the two primary documents. There are a wide variety 
of other sources of information that employees have avmlable to 
them and which they use extensively. One that I might just men- 
tion, because it is under development and will be new for us this 
year, is a greatly expanded 0PM Internet web site that provides 
this type of information in an enhanced way. 

yes, there is a great deal of information that people who have 
the opportunity to cl^ge will get in order to help them make that 
change in an ii^ormed way. 

Mr. Mica. Mr. Gammarino, you are probably the largest carrier 
at about 30 percent of the market. 

Mr. Gammarino. We have a little bit over 40 percent of the mar- 
ket. 

Mr. Mica. Forty percent. OK 

How could we bring premiums down, in your estimation? One of 
the things that has been mentioned is the inflexibility of some of 
the criteria that is set by 0PM. Is that something we should look 
at? I don’t want to put words in your mouth, but tell me what we 
could do to help you with bringing premiums down. You are the 
biggest carrier. 

Mr. Gammarino. I think the biggest benefit we could derive of 
any action would be to have a, and assure a, free private market. 
The innovation that the carriers in the FEHBP can and sometimes 
do employ has to be encouraged, and in order to do that, we cannot, 
nor slmuld we, have a program that is overly mandated and that 
is overly restrictive on what we can do in the marketplace. 

The innovation and technology that you see today in medical care 
affords us a great opportunity. It does mean, however, we need to 
look at and pilot innovative ways. The agency from tlmt perspective 
has actually helped us in many cases tjdte a look at innovative ap- 
proaches in that arena. 

In the area of mandated benefits, although an individual benefit 
in and of itself may not be that costly, the cumulative effect, I 
think, does a>st the program and enrollees money. At the same 
time it puts restrictions on the program for the long term. 

Mr. Mica. Finally, you mentioned three thii^s that drive up 
costs, affect or impact costs. You said benefit chwges; the actual 
record of use, u^ization of services, and chants in demographics. 
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We talked a little bit about benefit changes. What is happening 
in use and demographics to impact these costs? Are those msyor 
factors? 

Mr. Gammarino. I think it shoiild be clearly \mderstood that the 
dem(^*aphics of the Federal employee program overall is an ^ng 
one. The average age of the Federal enrollee is s^oificantly higher 
than the average American. The average age of an enrollee for 
inprogram is 59^2, and that presents a significant challenge. We 
see the ag^ of the Federal enrollee population as a significant 
issue, one in which we are developing ways in which to manage. 
That is the only way you are going to be successful in this market- 
place. 

Mr. Mica. I said that was my final question. 

Mr. Flynn, are you auditing, reviewing, looking at these different 
plans and their costs and are you satisfied with what is goii^ on 
and what you see? 

Mr. Flynn. Well, Mr. Chairman, we do that in two ways. First 
of all, the audit function in terms of looking at carriers’ activities 
is performed by OPM’s Inspector General, and I think the Inspector 
General works in concert with us, both in terms of the audit work 
they do and helping us give information on rate and premium ne- 
gotiations. 

At the same time, when we get into negotiations with individual 
carriers, those individual negotiations look at the results of carrier 
financial activities on a plan-by-plan basis because they are part 
and parcel of the rate-setting process. 

So the quick answer to your question is yes, we do during rate- 
setting particularly, and also as part of the Inspector General audit 
process. 

Mr. Mica. Thank you. I will get back to additional questions. I 
want to yield to Ms. Norton. 

Ms. Norton. Thank you very much, Mr. Chairman. 

First let me say that there is some indication to be found in the 
fair share formula, if one looks at the employee’s share increase, 
it does seem to me that mitigating that snare when so many of 
those affected are retirees in addition to employees was an impor- 
tant asi^ct of the formula, if you look at the 10 percent as com- 
pared with the phantom share of 15.4 percent. 

I am puzzled. I guess it was in Mr. Antos’ testimony, it was full 
of discussion of managed care and the transition to managed care 
may be implicated in this increase. I have to say, wait a minute. 
More managed care should translate into reduc^ costs for every- 
body and reduced prices. 

You also said there was more competition. I agree with both of 
those. We hear about it every day. We have cutthroat competition 
on manned care. Everybody is being pushed into mani^ed care. 
And why? We are told, with some reason, that this is the cost of 
reducing costs — ^if I may use that word — ^the human cost of reduc- 
ing health care costs. 

I happen to be perhaps one of the few Members of Cor]^ress who 
will stand up for managed care, because I don’t believe in the no- 
tion that you can have it all, and I think Americans have been 
used to having it all, which really means that those who have 
health care insurance have it all, and increasingly they can’t have 
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it all because they can’t afford 15 percent increases, or at least they 
scream at it. 

Again, this was the whole point of trying to i^t universal health 
care, so that you don’t move costs around the board and fool your- 
self into thinMng that costs overall have gone down. But you need 
to explain to me why all this increase in managed care and all this 
increased competition does not steadfastly reduce costs every y®®^, 
or has not at least in ^is plan? Mr. Antos, you may start, and any 
of you that have any ideas, I would be glad to hear them. 

Mr. Antos. Thank you. Delegate Norton. Looking at me history 
of premium increases for the past 5 or 6 years in roth FEHBP and 
the private sector, the rate of increase in both kinds of programs 
has declined substantially. We believe that is bemuse of mcreased 
competition and increased participation of beneficiaries in mana|^ 
care plans. 

Ms. Norton. Compare some year, let’s say in the late 1980’s or 


199(fs. 

Mr. Antos. In the late ISSO’s, private-sector health plans’ pre- 
miums were increasing between 15 and 20 percent a srear, for ex- 


ample. 

Ms. Norton. Now we have 16 percent for FEHBP, at least for 
the employees. , , - - 

Mr. Antos. That is right. But I think the comparable figure for 
FEHBP this year is 8.5 percent. I would put that in persp^ive. 
Mr. Flynn mentioned in ms testimony that FEHBP has used its re- 
serves to hold down premium increases for the last 2 or 3 years. 
What that means, as I interpret it, is that FEHBP premiums have 
not kept up with the actual costs of providing hemth benefits to 


Ms. Norton. See, that is my point. They have been herded mto 
managed care programs, so why hasn’t it kept up with the costs? 
The notion that with the kind of health care mflation we have, that 
we are not keeping up with the costs of that inflation, despite man- 
aged care, is puzzUiw to me. 

Mr. AiTOS. But, Delegate, I think the FEHBFs performance is 
really quite incredible. In 1995, there was about a 4-percent decline 
in average premiums. In 1996, there was some smaller 

Ms. Norton. You just said they used their remrves to do that, 
and not competition and not manetged csure. That is what my auc- 
tion goes to. l^y can’t the market and the managed ceire ^d the 
competition do it themselves so that you don’t have to dip into re- 
serves, if that is the whole point of getting people into manned 

Mr. Flynn. I might try and offer a little bit more on that. In 
1995, it was a combination, Ms. Norton, of both reserves and man- 
aged care. I think the point that I would make on managed care 
in broad terms is that, quite honestly, the Federal Employees 
Health Benefits Progreim heui been a leader in the intaodudion of 
managed care and in its expansion throughout the entire progr^. 

Just as an example, the provider networks of physicians and hos- 
pitals that exist in the program provide savings to the program 

f ear in and year out, probably in the neighborhood of a little over 
1 billion each year, 'mat is just one component of manned care. 
You have others— drug utilization, and you could go on and on. 
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I t hink the point, though, that is important with manned care 
is that once the components are in place and they have been ex- 
tended £U3 broadly as one can make them in the program, it is es- 
sentially a one-imot deal. It doesn’t provide added savings incre- 
mentally 1 year to the next. 

If I could just real quickly make an analogy. If you go from real 
butter to mai^arine, you are going to perhaps achieve a cost sav- 
ii^s, but then, to the degrra that margarine increases in price at 
the same rate as inflation, it will continue to do that, even though 
in absolute terms you have a cost savings. 

You may recall in my opening statement I mentioned the fact 
tiiat average .private sector ^miums in 1996 were about $3,900 
per person; in the Federal Employees Health Benefits Progr^, 
about $3,700. That is about a &pen»nt differential, and we think 
that differential is in part due to the broad use of managed care 
tedmiques in the prc^pr^. But, as I said, once you have achieved 
the savings, and once it has t^n extended throughout the pro- 
gram, it is a one-time deal, unless you find other ways, other tech- 
niques, for managing care that are not in the market today. 

Ms. Norton. I want to just take exception to that without having 
an extended conversation. I imderstand the notion when you go 
from fee for service, for example, to managed ceure where you get 
a fixed price perhaps, that there would be a one-time savings, but 
the way in which managed care is sold, it is that it is not simply 
the be^ coimt and what happens there, but it is sold in the same 
way that a business will sell you the notion that with efficiencies 
duit are inherent in the way they do business — ^the way they do 
business, imt just that you now do business with them, the way 
they do business — gets you savings. They will tell you, for example, 
that — ^the drugstores wui tell you that they handle large customers 
and that that reduces the costs of various kinds — ^as you negotiate 
over time, of various kinds of pharmaceuticals. 

I am sure if you talk to a managed care provider, that provider 
will tell you that after he got your ftdks, tlmre were all kinds of 
efficiencies tiiat result from the way in which they managed care. 

So I have a conceptual disagreement with ^j'ou, if you are telling 
me tiiat all we can get out of managed care is a one-time cost re- 
duction, because that is not what managed care sells. If that is 
what it is, I am getting off the train ri^t now. I thought I was 
getting more efficient care. 

I will tell you, if you ask employees, they will tell you that after 
you get the fixed-price care, you get, for example, fewer x rays, 
fewer kinds of special treatment that were otherwise available, and 
that those thmgs do not aimply occur, those savings, when you 
agree to a fixed price; that the management of care, once you have 
tms group of patients, is what you are seHii^. We will give you the 
same quality oi service, but you will see a difference in how we 
manage the care you are delivered. 

Mr. Flynn. Just very quickly, I think that actually we are more 
in agreement than we are in disagreement, lliere is ik> ques- 
tion — 

Ms. Norton. The margarine-butter was yo\ir analogy. 

Mr. Flynn. I undeiatand. I am sure I am going to have to live 
with that. But to the degree that oanpetition involves the introduc- 
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tion of different forms of managed care techniques, the point that 
you are raising is exactly right. My only point is that it is a process 
that has to evolve in order to continue to produce savings. 

Ms. Norton. Yes, so it seems to me that FEHBP and OPM and 
0MB has to keep pushing these folks to say we expert continued 
savings, and we expect them with no reduction in quality, b^ause 
that is what you promised, even if some of the things you did you 
no longer do, because some of the things you no longer do— because 
they were not necessary. Managed care in and of itself is not no 
longer doing thugs they ought to be doing, but they are rooting out 
the excesses in the way in which we deliver health care. 

I want to say, Mr. Flynn and Mr. Antes, that to the extent that— 
first of all, I want to congratxilate you and thank you — ^that in 
order to keep these premiums from going up too rapidly, we have 
been going into reserves, but I want to tell you, that is nothing but 
price control. Again, because you are doing something, you are arti- 
ficially keeping the premi u ms down. Don’t misunderstand me. I 
thank you for doing that. I think this would have been — ^particu- 
larly before we got the new approach, this would have been intoler- 
able for employees. 

But that is not what we have been promised. We have been 
promised that with managed care, we wiU Imve increases that are 
far lower than the 15 percent employees will get. In fart, could I 
ask you how the reserves are accumulated? I want to make sure 
that the reserves don’t get depleted as you try to do, it seems to. 
me, the right thing. 

Mr. Flynn. I can assure you, Ms. Norton, we have no intention 
of depleting reserves. These reserve levels have built up over the 
past severm years to the ptoint that they were about 2 V 2 times the 


^^^s. Norton. Are they a required amount you have to put into 
rcsciTVCs? 

Mr. Flynn. We set a target level of about 2 months’ worth of 
claims across the program. We do account for it plan by plan, but 
I am talking in the aggregate right now. 

We had reserve levels going back 3 or 4 years ago about 2% 
times that target level, and we have been gradually over the pMt 
several years — ^in the aggregate in the pro^am, so there will be 
differences from one plan to the next — bringing those down to that 
tmr cTAli IgvgI. 

We have reduced the rate at which we are brining them to tar- 

f fet level for 1998, but we have no intention of going below target 
evels, and we need to keep those reserves healthy, to mitigate the 
very things that we are talking about here and to provide for con- 
tingencies that no one could foresee. 

Ms. Norton. One more question, Mr. Chairman, if I can, on 
mandates. First of all, I think we ought to be clear where mandates 
really have come from at the FEHBP prowam, because they have 
come from the Congress. Mental healw and maternity came 
straight from us. Preexisting conditions came straight from us. 

Now, I would say that even the bone msurow transplants came 
straight from us, because although you did it, you Imd a lot of pres- 
sure from Members like me, and I must say I think many Mem- 
bers, when it became clear that these bone marrow transplants 
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were very effective in the treatment of breast cancer, although the 
Congress didn’t pass a law, it was clear that many Members on 
both sides of the aisle and Members, well beyond women Members 
of Congress, were very concerned that there was a treatment that 
was available if you weren’t in FEHBP, but was not in FEHBP, 
and it was very costly, and its track record seemed very promising. 

So I don’t see that you are too generous saying, let’s do a bun^ 
of mandates. I have already said for the record that I disanee with 
mandates as an approach to health care reform, althou^ I have 
myself supported them, supported them in the absence of any other 
alternative, because if you don’t give me health care reform, then 
this piecemeal approada is what you get as anecdotal abuses are 
uncovered. Frankly, only the most pri^eged get served that way, 
and we enforce the worst aspects of health care in the Unit^ 
States. Nevertheless, it would have been very hard to have said 
drive-by mastectomies or 24-hour childbirth, or, for that matter, 
autologous bone marrow transplants should not be done. 

Could I ask you, though, to estimate for me your view of how this 
contributes to costs and whether or not you think they are counter- 
productive in a cost? We know they are not counterproductive for 
the individuals involved, but from a cost point of view, are they so 
serious an additional cost that any cost-benefit analysis would say 
they shouldn’t be done? 

Mr. Flynn. Let me try and do that. We went back and we 
looked, not at the source of mandates, but at things we have re- 
quired carriers to provide for in our call letters annually going back 
to 1992. 

Our actuarial estimate of the cost of all of those, bone marrow 
transplant included among the list is about $300 million. That 
amounts to just about 1.8 percent of our total program costs, and 
I tell you, that is a high-side estimate. 

Let me take bone meurow transplant as an example of that. We 
priced out today’s cost of that at about $120 million a year. That 
IS a gross cost; it doesn’t take into account costs which have oc- 
curred for treatment that otherwise would have been provided had 
bone marrow transplant not been used. So I think it is a high-side 
estimate. ' 

A 1.8-percent increase for this program amounts to an out-of- 
pocket cost for an individual of about $20 per year, out of that 
$3,700 average 1996 premium that I mentioned. 

As I said, I think this is a relatively minor issue. I think it is 
an area where we are exercising our responsibilities as an em- 
ployer-sponsor, and promoting the interests of Federal employees 
and retirees who participate in this program. As I said, I tmnk, 
given the size of this program, we are looking at a very minor im- 
pact and one that has very beneficial effects. 

Ms. Norton. I imderstand that one of you testified that there 
were other Federal mandates iinder consideration. What are they? 

Mr. Antos. I was the person who said that. In the spring we 
may see Federal mandates— actually the mandates would echo 
FEHBFs decision for the coming year— to require hospital stays for 
mastectomies. There is also, we understand, eome interest in revis- 
iting mental health parity and going back to perhaps the fuller 
form of tlmt provision, which was not passed the first time. 
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Ms. Norton. Thank you very much, Mr. Chairman. 

Mr. Mica. Thank you. I recognize Mr. Pappas. 

Mr. Pappas. Thank you, Mr. Chairman. 

I want to probe two areas; one that you just mentioned, the area 
of mental health services. 

As I understand it, 0PM had sought to extend mental health 
services as part of a benefit that would be available. I am wonder- 
ing if you could tell us where that stands? 

Mr. Flynn. I would be happy to try to do that, Mr. Pappas. I 
mentioned two points. First of ^1, we were successful in our work 
with plans for 1998 to have all plans be in compliance with the pro- 
visions of the Mental Health Parity Act of 1996. 

What we further attempted to do was to recognize the evolution 
in the thinking about mental health, mental health care, and its 
impact on health in general, and ask carriers to consider ways in 
wmch they might expand the mental health semces offered to Fed- 
eral employees and retirees who participate in this program. We 
expected to use the same techniques that have been so successful 
in the more traditional areas of health plan coverj^e we are all fa- 
miliar with, the development of networks of preferred providers 
and facilities, utilization review and things like that — so that we 
could take the existing range of covered mental health benefits and 
perhaps broaden its availability and its accessibility to Federal em- 
ployees who participate in this program. 

I think we saw in the various proposals what I would character- 
ize as some success in this area. We think that there is room for 
additional improvement, and this is an area that we want to pay 
attention to as we consider the program for 1999. 

Mr. Pappas. What do you envision this costing, both in terms of 
cost to the Federal Government as well as participants? 

Mr. Flynn. It is hard to say at this point, unless we have a spe- 
cific proposal in front of us, what its cost impact would be. How- 
ever, when we ask plans to consider what program design innova- 
tions they might be able to put in front of us for 1998, we asked 
them to ao so in ways that would be cost neutral. 

We are very sensitive to premium increases in this progr^. We 
have seen, as I mentioned to Ms. Norton, extraordinary savings re- 
sulting from managed care, networks, other utilization kinds of re- 
views and techniques, and we ask carriers to design benefit im- 
provements in such a way that the impact on the program from a 
cost standpoint would be neutral. 

As I say, we have had limited success, but in the absence of a 
specific proposal, and recognizing that we really do encourage great 
variety in program design, because a hallmark feature of this pro- 
gram is innovation, a lot of things can be proposed. Many of them 
will work, some better than others, and I think over time evolving 
design strategies and delivery mechanisms tend to brii^ out the 
best. 

We will continue to look for ways in which we can do this in a 
cost-neutral way, and we will just have to see what we are able to 
do as we go forward. 

Mr. Pappas. As you say, in a cost-neutral fashion have expanded 
mental health coverage or services been made available to greater 
numbers of people; are they taking advantage of that opportunity? 
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Mr. Flynn. Because the changes that we are looking at will not 
really actually go into effect until 1998, we will not really know 
until the end of next year what the effect of that will have been. 
We do expect that with the elimination of a limits and maximums 
will give people a bit more peace of mind about the mental health 
design that their particular insurer offers, and we have seen, as I 
said, some limited success in terms of introducing networks of men- 
tal health care providers. 

I am hopeful that in those areas as well we will see some im- 
proved access, and, in fact, better mental health care as a result. 
But we will not really know until after 1998 is over. 

Mr. Pappas. The other area I want to question a bit is something 
I know you spoke about earlier, and maybe to just place greater 
emphasis on it, even though you may feel you have responded. But 
the decision about the increase and why the increase may have 
been so ^at, 8.5 percent or 15.5 percent, 15.4 percent, for the en- 
rollee’s ^are, whatever the amount is, it follows, as the chairman 
said in his opening statement, I guess, 5 years of relatively stable 
premiums. I guess two of those there was an average decline? 

Mr. Flynn. That is correct. 

Mr. Pappas. What prompted, in your estimation, the change; who 
made the decision; what did they base that decision on; and when 
was that decision made? 

Mr. Flynn. Let’s see. The best way for me to answer that is that 
these are actually 350 individual sets of decisions, because they are 
decisions that are made plan by plan in our negotiations. 

What we are reporting on is the aggregate, cumulative effect of 
those decisions, and they vary, as we have heard in testimony this 
morning, plan by plan. 

^ain, just to provide a summ^ of that, about one in five par- 
ticipants will see either no premium increase, or a decrease, or a 
premium increase of less th^ 5 percent. About 60 percent will see 
premium increases between 5 and 20 percent, and about a quarter 
over 20 percent. 

That is a reflection of the actual experience of each plan, the 
medical costs that they have incurred in the prior year, the trend 
rate that we expect medical costs to reflect in the coming year, and 
the balancing of that with the value of the benefit package and the 
reserve level. 

So all of those factors go into consideration. It is a bilateral nego- 
tiation between the plan CEO, or his or her designated representa- 
tive, and our representatives that ultimately results in an agree- 
ment plan by plan. 

So, as I say, it is not as if we came into this with the idea that 
we would have 9 percent or 7 percent. It is a reflection of the ag- 
gregation of market forces among 350 plans. And the fact that 
about 20 percent of rate changes are actual declines or very modest 
increases, and 60 percent are moderate increases, and another 25 
percent even larger increases, I think, is a reflection of the sort of 
economic activity that is going on in the health care market. 

There is not a single decisionmaker saying, here is what we will 
do. It is a reflection of 350 sets of negotiations. 

Mr. Pappas. So not one individusu made the decision that came 
to the announcement on September 26th that these increases 
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would occur? You are telling me no one made the decision to an- 
notmce that, not one person made the decision? 

Mr. Flynn. Well, perhaps I am not understanding your question 
exactly. The average premium is the aggregation of all those deci- 
sions. I take that to the Director of me agency and say, here is 
what we have. We think this is an appropriate reflection of the way 
in which the program expects to operate next year, and, to the de- 
gree it needs to, is a reflection of the costs we experienced last 
year, and we should go forward with this. 

Mr. Pappas. I understand what you are saying. Maybe you are 
not in a position to respond, but that is something I would like a 
very specific response to, which is a very stifle question, which 
is who made the decision, when was it made, and then when was 
the decision made to announce that change of the premium in- 
crease? If you can’t answer now, that is fine, I don’t mean to force 
you to respond today, but I am very interested to know after 5 
years relatively stable premium increases, 2 of those years being a 
decline, on the average, there must have been a report that some- 
one was given. 

You have indicated there are 350-some decisions based upon the 
relationships with the various carriers. I understand all that. But 
at some point some report must have been forwarded to some indi- 
vidual, and they based their decision on a particular day, based 
upon a particular piece of information or series of pieces of infor- 
mation. I would like to know when that took place, who made the 
decision, and why that particular time. 

I am just curious, if I could elaborate as to my motivation for 
these questions, I am curious as to why now, when we have seen 
the stsmility over the last 6 years. 

Mr. Flynn. If I may, let me try and respond to that quickly. 

The first point that I guess I want to make is that, as I Mud in 
my opening statement, while we have seen stability in this pro- 
gram over the past several years, we nonetheless have continu^ 
to see, and I thmk as Mr. Antes indicated, health cost increases in 
the range, in his estimation 5 to 6 percent, in ours 6 to 7 percent, 
annually. That underlying rate of medical inflation has always 
been there. 

The introduction and the expansion of managed care have helped 
keep premiums low. The competition in the program has helped 
keep premiums low. As I also mentioned, our use of reserves in a 
judicious way from 1 year to the next has done that. Several of 
those factors were not there as we negotiated benefits for 1998, 
and, as a result, you see the manifestation of the 8.5-percent pre- 
mium increase. 

Let me come back, and we will provide a more full answer to 
your question when we provide it for the record, but you have sug- 
gested that there is a report prepared and someone acts on it, and 
that is really not the case, 'rtiese are individual negotiations that 
result in an aggregate. After decisions have been made plan by 
plan, we multiiSy each rate by the plan’s present enrollment to 
produce the a^repite premium a)st, divide by the aggregate en- 
rollment for an avera^ premium cost, and compare it to the 
present average cost. 'That comes to me, and I will tell you that I 
briefed the A^i^ Director of the agency 24 hours before the re- 
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lease was made, but the release, for all simple matter purposes, 
had already been prepared, and it was a question of announcing it, 
not a question of deciding to announce it. 

Mr. Pappas. I guess part of the reason for me to ask the question 
was to get an answer, but also to help me understand the process 
by which you folks come to issue statements such as that. Tte Fed- 
eral Government and its agencies are \et:y large and complex, and 
some decisions are complex. Some decisions, though, I think are 
simple decisions based upon complex information. So I appreciate 
your attempt to respond, and, if you could kind of chew on my 
question and provide something in writing, I would appreciate it. 

Mr. Flynn. Sure. 

[The information referred to follows:] 
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Determination of Average Annual Premium Increase For 
The Federal Employees Health Benefits Program 

Premium rates imder the Federal Employees Health Benefits (FEHB) Program are a 
product of bilateral contract negotiations between the Office of Personnel 
Management (0PM) and each participating health plan carrier. Each year during 
March, 0PM initiates the process with an annual call letter to participating plans 
which invites proposals for benefit and rate changes for the contract year 
commencing the following January 1. 

The call letter outlines broad FEHB Program goals as well as procedures for the 
upcoming negotiations. For example, since 1991, 0PM has advised plans that 
proposals for carrier-initiated benefit improvements will be considered only to the 
degree they are cost neutral In fee-for-service plans or they reflect changes in a 
health maintenance organization's (HMO) community package. Further, the letter 
specifies actuarial data plans must submit to support premium rate proposals. The 
call letter also reminds the plans that FEHB regulations inteose a May 31 deadline 
for submitting any proposed changes, arul that 0PM operates to ensure completion 
of all negotiations by late August. 

0PM does not establish a Program-wide premium adjustment target in advance of 
negotiations. As each contract proposal comes Into 0PM, it is retriewed by an 
FEHB contract specialist and the Office of Actuaries who determine whether each 
plan proposal meets benefit guidelines in the call letter and is offered at the lowest 
possible cost. 

An important factor in rate negotiations is the position of the plan's FEHB reserves. 
Applicable law provides for accumulation of a contingency reserve account for 
each FEHB plan which is available, subject to mlnlnHjm balance requirements and 
other conditions in 0PM regulations, to defray future premium increases or to 
reduce contributions of onrollees and the Government for the plan from which the 
reserves are derived. The cost for each FEHB enrollment includes a three percent 
payment to the plan's contingency reserve in the Employees Health Benefits Fund 
in the U. S. Treasury. In addition, 0PM regulations require experience-rated plans 
to deposit any incom? related to FEHB enrollments which exceeds expenses for 
negotiated benefits, administrative expenses, and retentions in a ’special" reserve. 


Rates concluded with fee-for-service plans and the few exponence-rated HMOs are 
a reflection of: the plan's gains or losses from actual FEHB claims experience for 
the prior year; the trend 0PM expects in the plan's claims and administrative 
expenses and in medical cost inflation in the coming year; a service charge (or 
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profit) based on perfomrwnoe factors set out in OPM regulations; and the balance in 
the plan's contingency reserve. 

When contracting with HMOs, OPM's starts with die basic community package 
purchased by the majority of a plan's other subscribers, thus ensuring that FEHB 
anrollees have eccess to mainstream benefits (not the richest or least costly 
package). In addition, OPM requires all participating HMOs to offer f=EH8 enrollees 
the minimum benefits required for certification as a FederaHy-quallfied HMO (to 
provide comprehensive basic benefits for all FEHB enrollees) and to include any 
standard FEHB benefits. 

Most HMOs use community rating which essentially charges ail subscribers the 
same rates, with limited variations.not relarad to a group's actual benefit 
utilization. OPM looks et how the plan develops rates in the community and 
requires use of the same methodology for FEHB enrollees. We require HMOs with 
significant FEHB enrollment to document rates for its two subscriber groups most 
similar in size to the FEHB group, to ensure that the FEHB premium rate reflects 
any rating advantage the plan gives to the similarly sized subscriber groups (e.g., 
premium reduction based on group's average age or average family size). Once 
OPM approves a base rate ter community benefits, we negotiate charges ter 
additional benefits to meet FEHB Program requireinents (e.g. prescription drug 
benefits, if not offered as pert of the basic community benefit package). 

It has been OPM's practice, at the conclusion of FEHB contract negotiations ter the 
upcoming calendar year, to determine the program-wide weighted average 
premium charge based on the newiy^approved premium rates and to compare this 
average to a similar calculation using the existing fH'emium rates, as an illustration 
of the Program's overall premium cost trend. For purposes of calculating the 
annual weighted average premium rates, we multiply the respective premium rates 
in effect ter each year by the corresponding number of non-Postal employees and 
any annuitants enrolled, as of the most recent March 31, in the plan option to 
Awhich each rate applies and divide the aggregate annual premium income from all 
plans by total enrolieas reflected in the computation. For 1998, the weighted 
average biwaekty premium amounts to t1S3.02, reflecting an 8.5 percent increase 
over 9 141 .01 ter 1997. 


2 
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Mr. Pappas. That is all I have, Mr. Chairman, thank you. 

Mr. Mica. Mr. Ford. . 

Mr. Ford. I will be very brief. Thank you, Mr. Chairman. 

I have a question for Mr. Gammarino to follow on what Mr. 
Pappas said. With regard to some of the annual premium increases 
in I^HBP on page 2 of your testimony, I see from 1994 to 1997, 
it is very similar to Mr. Pappas’ question. _We see relative st^ility 
in terms of the increases, and we even witness a decrea^._ Bel<w 
that you said, “Generally speaking, premium changes are dnven by 
benefit changes, changes in the cost of health care, changes m utili- 
zation patterns, and changes in the demographics of a particular 

group.” » -rii u 

Perhaps you can just elaborate. I know that Mr. Flyim has 
talked almost exhaustively about this, but if you could just give me 
a sense of what changed so dramatically in that sort of class oi 
characteristics that forced this type of an increase or brought us to 
this point where we are seeing a 7.5-percent increase, sijrf 
Mr. Gammarino. Yes, we have the answer to that. The biggest 
factor for our program is the prescription drug cost. We ^e seeing 
trends in that area of around 15 percent as opposed to other areas 
of health care which are in the single digits. So that is a m^or 
driver for us, and why is that the case may be the next questim. 

There are a number of factors related to that. One is our specific 
population, which is an aging one. I mentioned our average age is 
close to 60 years old. That is a population that uses prescription 
drugs extensively to manage their health care. 

Second, from the manufacturer’s side of things, there are a num- 
ber of innovative products on the market that have the end result 
of increasing costs. These are very expensive drugs for our 
gram. They are in many cases necessary to not only manage, but 
to save lives. So costs for those new drugs are driving up the cost. 

Utilization for those drugs by our members is also higher than 
they have been in the past. We are looking for ways to control this. 
One area that we will be working with the agency on next year is 
to look at more cost sharing with enrollees, because they do play 
a factor in the decisionmaking of their medical care, so we will be 
looking in that arena. But for our specific program, it is pnmanly 
the increase in prescription drugs. 

Mr. Ford. I notice in the chairman’s remarks, and I aTOlogize, 
Mr. Chairman, again, for being tardy, the chairman asks the ques- 
tion of what are your current economic factors forcing the pre- 
miums to rise, and, more importantly, are there actions Congress 
can take consistent with free-market principles to utilize these? 

You have perhaps answered, but what can we do to help imtigate 
some of those increases? _ , l 

Mr. Gammarino. I think allowing the earners, health ptos su^ 
as us, filwdom to try innovative approaches that may not be stand- 
ard approaches today, that would include ways in which we involve 
both our subscribers and the providers in the management of care, 
and the benefit design itself. . . . x- 

What cannot occur or what should not occur, in my estimation, 
is that one or more carriers would be expected to provide a level 
of care that other health plans do not. For example, in this open 
season a number of those competing carriers that we will compete 
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with have had an opportunity to modify their drug benefit pro- 
grams, for example, that will result in our program being very at- 
tractive; tlmt will, in my estimation, result in some adverse selec- 
tion against our program. Those people that are not as healthy as 
the average may look at our program as a safety valve for them, 
because their pr(^am has been flowed to change or reduce bene- 
fits for them. 

Mr. Ford. One last question, Mr. Chairman. 

I can appreciate your answer and clearly recognize the advanced 
technology innovations certainly cost money, but it took you firom 
1994 to 1997, you really didn’t have increases at all, or very stable 
increases. From 1997 to 1998, you just realized these prescription 
drugs and the increases there would cause such a dramatic in- 
crease? Just out of curiosity, what lightning bolt struck you or Blue 
Cross and Blue Shield to force you to realize perhaps the costs 
ought to rise that dramatically? 

Mr. Gammarino. Quite a few lightning bolts, I think, hit us. The 
cost of prescription drugs has risen dramaticsJly in the health in- 
surance industry over the last 12 months. The rise was not as high 
in the mid-1990’s. It is significantly higher today. We have to rate 
against that experience. So it is the e^ect really of our experience 
going back to probably late 1996 and what we are experiencing this 
year relative to our drug Program. 

Mr. Ford. So it has been in the past 12 months that you have 
experienced this dramatic increase? 

Mr. Gammarino. In this particular area, yes. 

Mr. Ford. That would cause from 1997 to be a zero percent to 
a 7.5 percent for 1998? 

Mr. Gammarino. That is correct. It is primarily driven by our 
drug costs. 

Mr. Ford. In the last 12 months. I just w^mt to be clear. 

Mr. Gammarino. Yes. 

Mr. Ford. Thank you, Mr. Chairman. 

Mr. Mica. Th ank you. 

Let me continue on a couple of issues, Mr. Gammarino. Both 
CBO and jwu have cautioned against the extensive use of man- 
dates. You indicate there have been a munber of benefits mandated 
by 0PM over the past few years. Our committee staff, 1 asked them 
to look at it, and they found some 27 mandates imposed by 0PM 
call letters since 1990. 

Could you estimate for the subcommittee how much those man- 
dates may have added to your premiums? 

Mr. Gammarino. Yes, Mr. Chairman. We have evaluated man- 
dates through the 1990’s, and we estimate the cumulative effect for 
our program to be about $100 million, or about 1.5 percent of our 
benefit costs. 

Mr. Mica. Do you think Congress should act to prevent these 
mandates, or what action would you recommend? Is there an 3 dhing 
we could do to keep us out of the mandate business? We are prob- 
ably responsible for some of those mandates. 

Mr. Gammarino. Mr. Chairman, if you could, we would very 
much appreciate the lack of mandates, the reduction or elimination 
of mandates. 



65 


Any individual mandate looks good, particularly to the segment 
of population or the constituency that wants it, and sometimes it 
is hard to ai^ue against a specific mandate. But the^ re^ity is that 
not only has it a cumulative effect which can be significant, but, 
more importantly, I think, I think it reduces the innovation that 
is necessary to move us forward into managing health care costs. 

I would hate to think of what our health care delivery prt^am 
may look like today if the norms in technology had mandated ob- 
tain health care delivery patterns based upon what we knew in the 
1950’s and 1960’s. 

Mr. Mica. I try to look at the impact of what 0PM has now an- 
noimced as an average of an 8.5-percent increase. Blue Cross is the 
largest carrier and has 40 percent of the market. I would irnagme 
the standard family plan has to be your big number of participants. 
I am probably in that. 

Mr. Gammarino. Thank you. . , , . t 

Mr. Mica. I have to get a little bit parochial with this now. 1 
asked staff to look at the increase, which is $6.55 biweekly. That 
is a 12-percent— oh, God, I thought it was 10 percent— a 12-percent 
increase I am looking at. So basically Blue Cross folks, like myself, 
standard family plan, are looking at a 12-percent increase. 

Mr. Gammarino. That is correct. 

Mr. Mica. A little bit higher th^ the average 8.5 percent, and 
that is going to affect a lot of folks it looks like. _ _ _ 

You said prescription drug costs have been a double-digit in- 
crease factor. A couple years ago Blue Cross and Blue Shield adoirt- 
ed a plan to encourage the use of mail order pharmaceuticals. At 
the time, as I recall, it was quite controversial. 

Would you please give the subcommittee an update on whether 
that plan has helped to control drug costs, and how has it been ac- 
cepted by your policyholders? 

Mr. Gammarino. Yes, Mr. Chairman, I would be happy to. 

You might remember that there was an independent body that 
took a look at that change. GAO in 1996 evaluated the change that 
we made and took a look at our rationale behind that, and they 
fully gave us, I think, an unqualified approval in terms of our ra- 
tionale, which was quite simply that we were able to negotiate bet- 
ter deals with the mail service program versus the retail side of the 


T^at report was issued in February of this year. So we think 
that, yes, there was good reason to do that, and we continue to 


Second, in terms of what our subscribers think about that, we do 
have ongoing satisfaction surveys produced by an independent or- 
ganization, Gallup, that we use to measure the satisfaction of our 
enrollees across the board in a number of areas, and one of those 
is our drug program, liie satisfaction of our enrollees is extremely 
high in our drug program, and that would include our mail order 
component. We rate on a 5-point scale, and Gallup has indicated 
to US that our average rating is about 4.5. They have intoated any- 
thing above a 4 in this type of industry equates to significant sub- 
scriber satisfaction. 

Mr. Mica. Well, I am glad folks are satisfied. I am a little bit 
concerned about the cost. When you look at your budget, or my per- 
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sonal budget, and you see a cost that stands out, you look at some 
ways to bring that down. 

Are there approaches you have considered, or is there something 
that Congress is doing or 0PM is requiring, or something that we 
can do to help you bring prescription drug costs under check, under 
control? 

Mr. Gammakino. One thing that we are — ^we would like, we at- 
tempted to do this past year, is to initiate a higher level of cost- 
sharing program for drugs. We do feel that the individual patient 
is a significant decisionmaker in their health care and the manage- 
ment of their health care. Our program is very rich, much richer 
than you would find in other private health care organizations, so 
we are working with the £«ency, particularly for 1999, to take a 
look at cost sharing for enrollees. 

In addition, we are looking at a number of new management 
techniques to try to control costs. We certainly, as you are quite 
aware, are using traditional areas of price discovmts, both from the 
manufacturers and from our retail and mail order vendors. We are 
also employing drug intervention activities to, where appropriate, 
have the least costly drug used, and that intervention involves the 
subscriber’s physician. 

Last, we are piloting a number of innovative areas in what we 
call disease management. There we are talking about interfacing 
with both the physicians and the patients to better manage their 
particular chronic condition that does involve prescription drugs, 
and we think there are good opportunities there that woxild result 
in not only reduced costs, but really in increased quality for the 
subscriber themselves. 

Mr. Mica. What about flexibility? Do you have enough flexibility 
and options, or is 0PM setting standards that do not allow you the 
flexibility to bring down costs or choices? 

Mr. Gammarino. The agency has been very willing to work with 
us on a lot of managed care initiatives, so we really applaud that. 
The one area that we are continuing to work with them on and 
would like greater flexibility on is the benefit desi^ itself. We can- 
not, and we feel we should not, be sort of the carrier of last resort. 
It would result in adverse selection that would be in the long run 
disadvantageous to us. 

Mr. Mica. Thank you. The bad news is I am not through with 
my questioning. The good news is Mr. Ford has one more question. 

Mr. Ford. Just one last question for Mr. Fl^pn based on what 
Mr. Gammarino said; really a two-part question. One, he men- 
tioned in the last 12 months he has seen or experienced dramatic 
increases. Have you foimd that to be the case across the board? 
And, two, he also mentioned, Mr. Gammarino mentioned, in re- 
sponse even to Chsurman Mica’s question with regard to what we 
do here at the Federal level, at Congress, to help control or curb 
some of these increases, and with a prescription drug, Mr. 
Gammarino, you mentioned looking at how we may alter the copay 
and the cost-sharing aspect. 

What are your thoughts on that, Mr. Flynn, the former and the 
latter, the 12-month experience as well as the copay for prescrip- 
tion drugs? 
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Mr. Flynn. Thank you. Mr. Ford. Both those questions are very 
good ones. First of all, I think we see in the area of prewription 
drugs essentially the same thing across our other 349 participating 
plans that the Blue Cross and Blue Shield Federal Employee Pro- 
gram sees. Drug therapy, maintenance drugs, things like that, are 
playing an increasingly important part in the overall health of 
America, and we have seen increases not only in utilization, but 
also in terms of cost, and it is probably the single component of the 
health care market that is increasing at the most rapid pace. 

I would like to comment just for a moment on this idea of copay- 
ment if I might. I will talk about it just in general terms. 

If, in an effort to control costs, you introduce a copayment on a 
prescription drag, and that is all that occurs, you really have n^ 
imposed any cost control whatsoever; there has simply been a shift 
of who pays for that drag. That is all that really ocrars. 

If the issue is to control costs through controlling utilization, 
then one first has to look at whether or not there is overatilization. 
We are aware, as is Blue Cross and Blue Shield, that the average 
age of enrollees in the Federal Employee Program ran by Blue 
Cross and Blue Shield is 58 or 59 years old, somewhere in that 
area, and one would expect that people in that age category would 
use prescription drags at a rate Wgher than they might at younger 
ages. The issue here is are they overatilizing those drags, and is 
that overatilization contributing to unnecessary increases in costs 
for the program? „ ...» 

I don't Imow the answer to that. But I will tell you, before I will 
be in a position as an employer-sponsor to authorize or to agree to 
a copayment of some amount, I will want to know what the under- 
lying rationale is, before any negotiation. . . „ • i 

In a negotiation, we are ve^ much price-sensitive. But simply 
nhifting costs out of the premium to come out of the pocket of an 
individual enrollee is not per se the way to deal with tms. 

Mr. Gammarino has mentioned several other mechanisms tlmt 
might be more effective. We would want to explore those with him 
and with others as well. But this issue of a copayment, quite hon- 
estly, in the absence of some evidence of overatilization, strikes me 
as a sort of broad brash that may not produce the desired result 
and may, because it increases the out-of-pocket costs of some peo- 
i pie who are least able to afford it, hold the potential to harm en- 

Mr. Ford. Thank you, Mr. Chairman. I would just ask unam- 
mous consent to be able to insert my opening statement into the 
record. 

Mr. Mica. Without objection, so ordered. 

[The prepared statement of Hon. Harold E. Ford, Jr., follows:] 
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Himk you Mr. Cluurman. 

Rather tl^ give lengthy opening remarks, 1 will simply say that I am concerned by OPM’s 
recent ftecision to increase by 8.5% employee contributioas to the FEHBP. And, therefore, I am 
particularly interested in bearing the testim<my of today’s panelists in hopes that it will slwd 
some light on why such a sudden increase is necessary. After all, when we Iwld hearing earlier 
this session on the FEHBP and ways to imfMove the current system, I do not recall any testimony 
that would ha\te lead this Subcommittee to believe that such a si^ficant |»emium increase was 
just around the comer. 

Thank you Mr. Chairman. 
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Mr. Mica. I will get back to Mr. Gammarino, if I may, with Blue 
Cross and Blue Shield. 

You indicated that you are concerned that Blue Cross and Blue 
Shield may be affected by adverse selection during the upcoming 
open season, and I ^ess when people see that 12-percent increase, 
there are going to be folks jumping ship, looking for lower costs. 

Is this adverse selection a major problem you see for yourself or 
for the whole program, amd if you have folks jumping smp, how do 
you think that is goiM to affect your costs in the fiiture? 

Mr. Gammarino. Mr. Chairman, I don’t think we aure going to 
have people leaving our ship. I think we are going to have more 
than our fadr share coming on board. A lot of our competitors, par- 
ticularly the fee-for-service competitors, are the ones that Imve very 
significamt increases. People that want a program that is big on 
freedom of choice with their providers are going to be still attracted 
to this program. Therefore we think we aire going to have a signifi- 
camt increase in enroUees. _ 

Adverse selection has always been a factor in the FEHBP. It 
happens simply because each year you have a choice, and people 
can be attrac^d to specific heauth plans during that enrollment pe- 
riod. 

Generally Blue Cross and Blue Shield finds, at least from our 
perspective, that we have this problem for two reasons: One, gen- 
erally speaking, when people, as they get more mature and have 
health-related conditions, they may be attracted initially to a man- 
aged care product, but when they get older, they want some free- 
dom of choice, and therefore thw are very attracted to the security 
of Blue Cross and Blue Shield. That is one reason why our average 
age is probably higher than the average plan. 

Therefore, we just simply every year have that issue to deal with, 
and therefore we are conscious continually to attract, in addition 
to these people, a younger segment of the enrolled population. 

More specifically, this open season we do have a concern because, 
quite frankly, when we took a look at some of our competitors’ rate 
increases, we also took a look at their benefit clumges. As I indi- 
cated before, particularly on the drug side, we did see that irome 
carriers were aillowed to msdse changes that would, in comparison, 
make our drug benefit seem very attractive. So we are concerned 
with managing this particular program. 

In terms of what we would like to see, I think mayte there are 
two things. One is to ensure that there is a level pla 3 nng field out 
there for all carriers in the FEHBP, that one carrier is not required 
to do things that others are allowed to do. 

Second, since adverse selection is here probably to stay, there 
has been every once in a while a desire to take a look at risk ad- 
justers, and that is some type of a^ustment associated with the ac- 
tual level of risk of the enrollees in any particular group. 

Mr. Mica. So you believe you are going to see more folks jump 
ship to get into your plan? 

Mr. Gammarino. Yes, we do. . , , • 

Mr. Mica. Again, my question was what do you think this wiu 
do to your costs? 

Mr. Gammarino. We have, Mr. Chairman, rated. When we heard 
there was going to be some significant rate imareases, we did adjust 



70 


for that in our rate, so we have a^’usted to the best we can, not 
knowing at the time exactly what the competition woxild look like, 
nor the decisionmaker, the enrollee, what they are actually going 
to do, but we have in our rate proposal to 0PM, which they accept- 
ed, we did adjust for the fact that we think we are going to get 
some adverse selection this particular year. So the rate that you 
see, the increase reflects that. 

Mr. Mica. A guesstimate of what yoiur potential new enrollees 
and costs will be? 

Mr. Gammarino. Yes. 

Mr. Mica. And then I guess when 3 wu see actual performance, 
you will make an adjustment the following year; is that correct? 

Mr. Gammarino. That is correct. 

Mr. Mica. You say that Blue Cross and Blue Shield is expanding 
its use of point-of-service networks to control costs. Recently some 
have advocated statutory regulation of discoimted rate networks. 
Both Chairman Burton and I are examining this particular issue. 
The staff from the full committee and the subcommittee have met 
with the health care providers, network operators, carriers and 
0PM recently to discuss this subject. Health care providers are 
particularly concerned about the use of silent PPOs, arrangements, 
as you know, imder which a carrier silently gains access to a dis- 
count rate agreement that a doctor or hospital has made with other 
organizations in exchange for specific incentives. 

I would appreciate the benefit of 3 rour thoughts on some of these 
questions, Mr. Gammarino. 

Mr. Gammarino. I would be happy to. 

Mr. Mica. Do you think Congress should attempt to regulate the 
use of discoimted rate networks in FEHBP? 

Mr. Gammarino. I would be happy to respond, Mr. Chairman. 
First of all, I would like to give you our perspective on silent PPOs. 
We do not endorse them. We do not use them. Rather, we have a 
network of physicians and providers and other health care provid- 
ers that we contract directly for, and both we, the individual sub- 
scriber and the provider know exactly what t^ conditions of that 
arrangement are. 

We do net support silent PPOs. We would be very concerned if 
there were any mandates Uiat would require their use, because we 
hilly do not support the use of silent PPOs. I think it is up to Con- 
gress to decide at what level they may want to regulate it, but in 
no case do we feel that we should be mcmdated or required to use 
them. 

Mr. Mica. You think Congress should ban PPOs in the FEHBP? 

Mr. Gamhaiuno. I certainly wouldn’t lose any sleep over it. 

Mr. Mica. OPM has vigorously encouraged the use of discounted 
rate agreements, and tite Federal Government itself has estab- 
lished medical rates under Medkmre. Is there a danger tlmt such 
governmental policies are inadvertently creating unnecessary pres- 
sure on ceuriers to use silent PPOs? 

Mr. Gammarino. 1 think this -issue gets really to the plare of the 
Government in regulating health care. I think it is not good in the 
long run to think that government has a mamc cure for how to con- 
trol costs. I tMidc the private sector is much more innovative and 
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can move much faster in the environment in which they have to 
work. 

So generally the response to your question is similar to what I 
said earlier. I think the value in that area is little or no value, par- 
ticularly as the health care industry moves at the rapid rate that 
it is doing today. 

Mr. Mica. Thank you, Mr. Gammarino. 

Mr. Flynn, I hate to get into one of these “I told you so’s,” but 
if you look back at your chart that I referred to earlier, page 7, you 
may recall that a year or so ago I had advocated using a nxed-dol- 
lar formula, and according to this little chart, in fact, if that had 
been instituted, the government share would be a 7.2 percent in- 
crease, and the enrollee’s share would be 11.6, versus 15.4, on aver- 
age. Is that correct? 

Mr. Flynn. That is correct, Mr. Chairman. 

Mr. Mica. Now, with the fair share formula which we have re- 
cently instituted, we will see the Government share increase to 7.9 
percent. That is after 1998, right; 1999 that kicks in? 

Mr. Flynn. It will go into effect in 1999. What you see in the 
table, Mr. Chairman, is what it would have been. 

Mr. Mica. Right. And we would have had a 10 percent versus a 
15.4 percent if that were in place now? 

Mr. Flynn. That is correct. 

Mr. Mica. OK. I am not going to say I told you so. 

Mr. Flynn. Can I comment on it, Mr. Chairman? 

Mr. Mica. No. 

Does 0PM believe that competition in the FEHBP could be en- 
hanced by allowing additional plans to enter? 

Mr. Flynn. Well, Mr. Chairman, one of the hallmark features of 
the Federal Employees Health Benefits ProCTam is the competition 
that occurs among plans. I mentioned earlier today that we will 
have 350 plans participating in the Program in 1998, and if you are 
a Federal employee or retiree living in a metropolit^ area, gen- 
erally speaking you have about a dozen plans from which to choose. 

We have had higher numbers of plans in the Progr^ in the 
past, though it predates my arrival. My understanding is that we 
were up around 420 or 430. 

Mr. Mica. Have you had additioned requests to enter new plans 
for this year? 

Mr. Flynn. We have a number of new plans this year. We have 
a number of plans that have dropped out, and a number of plans 
that have consolidated. That is a typical aspect of the Program, 
moving from 1 year to the next. 

So f think my answer is, I think competition does benefit the 
Program. We have worked the Program with larger numbers of car- 
riers, and we can work it with a larger number of carriers in the 
fhture. 

Mr. Mica. Is there any legislation that is necessary to allow for 
new entrants or new competition? Is what we have on the books 
adequate? 

Mr. Flynn. Actually you raise a very good point, Mr. ChsdrmM. 
It has been almost 38 years since the or^pnal act establishing this 
program came into being, and there have been few amendments to 
it over the years. But it probably would be time to sit down and 
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E rhaps work with you and members of your staff on this particu- 
r question and to recognize the evolution that has occurred in the 
health care marketplace over time to see if perhaps there is a way 
to broaden the criteria for additional plans to enter. 

Mr. Mica. In the same review, are there areas in which we might 
look at legislation to allow more flexibility in terms, or do you have 
adequate authority to provide flexibility to the plan carriers? 

Mr. Flynn. Well, I think this is another area where we might 
want to sit down and talk. The carriers that participate in the pro- 
gram, the Federal employees and the retirees, and this committee 
and others in the Congress are all very important stakeholders in 
how this Program is designed and operated. I think we have a 
large amoimt of flexibility now. I think that flexibility is a large 
part of the success of the Program. But to the degree there is inter- 
est in other areas of flexibility, we certainly want to do anything 
we can and work with anybody we can to improve this Program 
and its success. 

Mr. Mica. One of the areas that has not been mentioned today 
is the area of fraud, waste and abuse. It is a topic that dominates 
almost all the reports we get from the OPM Inspector General, that 
there are efforts to combat waste, fraud and abuse in our program. 

Is this a significant problem? Are we addressing this? Do we 
have proper oversight of these plans? I know that in the private 
sector Columbia has imdergone a tremendous amount of scrutiny, 
and some of the other plans, HMOs and health care providers are 
imder increased oversight and scrutiny, and, in some cases, pros- 
ecution. 

Are we doing a good job monitoring this? 

Mr. Flynn. Mr. Chairman, this is an area that I think both we 
who run the Program and OPM’s Inspector General who oversees, 
among other things, the financial operations of the program, would 
both have comments. 

I think the answer is yes, largely we do a good job. As you know, 
the Inspector General has suggested, and we have provided support 
for some improvements in the debarment provisions that apply in 
this Program. That is something we support. 

The health maintenance organizations that participate in the 
Program, we and the Insp^tor General have over the past several 
years collaborated in onsite reviews during the rate negotiation 
process, which I think has given us better rates and has ^ven the 
Inspector General, from their onsite presence, a better insight into 
the plan’s operation so when they go in and do their normal cycle 
of au^ts, they have just that much more information. 

I might also mention, as you know, we have been meeting on 
Monday and Tuesday of this week with all of the carriers who par- 
ticipate in the Program. One of the featured speakers at that ses- 
sion was a gentleman from Harvard’s Kennedy School of Govern- 
ment who has spent a great deal of time looking at fraud in health 
care and developing ways of combatting that. We wanted the par- 
ticipants in our program to have the benefit of his views. 

& I think we do a good job. There is also room to do a better 


Mr. Mica. I guess you are familiar with Chairman Burton’s bill, 
it is H.R. 1836, Federal Employees Health Care Protection Act of 
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1997. It has some elements in it that would possibly assist your 
agency in this area. I guess you are supportive of that measure? 

Mr. Flynn. Yes. Tliat is what I was commenting on in terms of 
the debarment provisions that the Inspector General is interested 
in, 

Mr. Mica. At topic today has been that benefits drive up costs 
and premiums, particularly mandated benefits. Ultimately, in 
FEHBP it is the taxpayer, employees, and annuitants who bear the 
burden. 

0PM has the authority to disregard certain State mandates. Why 
has it chosen not to do so? 

Mr. Flynn. Mr. Chairman, we do have the authority to preenipt 
State mandates. We have generally used that authority in our rela- 
tionship with plans that offer benefits on a nationwide basis. Blue 
Cross and Blue Shield, I think, is perhaps one of the best examples 
of that. . -v 

We offer in either a high or standard option a uniform set of ben- 
efits nationwide to all Federal employees, irrespective of where 
they live. We think that is important, because the alternative could 
be to have benefit packages tnat vary from one State to the other 
and conceivably even premiums that would vary from one State to 
the other, even though an individual was enrolled in Blue Cross 
and Blue Shield. 

Now, this issue about State-mandated benefits has also come_ up 
in a somewhat localized context from health maintenance organiza- 
tions. In particular, in Maryland there are a number of benefits 
that the State mandates that some of the health maintenance orga- 
nizations in Maryland felt, put them perhaps in an unwarranted 
way, in a weakened position vis-a-vis other organizations who are 
domiciled in Virginia or DC. 

That issue relates to our basic policy that health mainten^ce or- 
ganizations which provide benents in a limited geographic area 
should abide by State mandates wherever that particular corpora- 
tion is domiciled. In this particular case — ^pardon me? 

Mr. Mica. Go ahead. 

Mr. Flynn. In this particular case, there is a difference between 
msmdated benefits in DC and Virginia and in_ Maryland. We don’t 
thiidi, however, that it puts a Maryland-domiciled plan operating 
in the DC metro area at a competitive disadvant^e with other 
plans who are domiciled in other jurisdictions by virtue of those 
mandates. In fact, we think, quite honestly, that those mandates 
have virtually no effect on premiums whatsoever. 

Mr. Mica. Well, I have been contacted by Mr. Wjmn, my distin- 
guished colleague from Maryland. I also received a copy of the 
Washington Post article, “Wynn Says Higher Standards Hurting 
State-Based HMO. Mandates Raise Costs for Federal Employees.” 

Without objection, I will make that part of the record. 

Mr. Wynn Has suggested that the Maryland-based HMOs be al- 
lowed to offer a package competitive with out-of-state plans and a 
package that incorporates Maryland’s mandates. 

Will 0PM adopt that solution for the next contract year or con- 
sider it? . , , 

Mr. Flynn. We certainly considered it, Mr. Chairman, but we 
have declined to do so, I think, for two very good reasons. First of 
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all, the underlying suggestion is that the M^land plans are non- 
competitive with DC and Virginia plans which have been, in fact, 
characterized as bare bones or skeleton plans. 

All of the plans that participate in the Federal Employees Health 
Benefits Program offer a comprehensive range of benefits. They dif- 
fer on the margin. As we mentioned earlier, choice is an important 
component of this Program, but they do not differ substantially. So 
there are not, in effect, stripped-down health plans beir® offered to 
Federal employees in Maryland by DC and Virginia organizations. 

Second, this is a policy that we have applied over a number of 
years affecting all metropolitan areas around the country, and we 
think it is one that makes sense. 

In the context of this particular year’s negotiations, I might just 
mention that all of the Maryland plans, all of the Maryland HMOs, 
accepted the Maryland State-mandated benefits with no increase in 
premium. So in that context, it doesn’t seem wise to offer two op- 
tions of a plan which are essentially equal in premium. 

Chairman Mica. Thank you. We will pass that on to Mr. Wynn. 
I am sure you will be hearing from him. 

Mr. Antes, your written statement identifies the following three 
factors as contributing to premium increases: Reduced profit mar- 
gins, new State and Federal mandates, and overall change in the 
environment for managed care plans. 

Congress does not directly anect profit mai^ins, nor does it con- 
trol the changing environment for managed care. However, it can 
exert some control over the growth of Federal mandates, which you 
estimate will increase FEHBP expenditures by about $20 million in 
1998. 

Would you recommend that Congress refrain from mandating 
benefits in FEHBP and carefully examine any mandates proposed 
by 0PM? 

Mr. Antos. 1 think we would recommend that Congress think 
very carefrlly before enacting any mandate. We are not really in 
a position to have a judgment about the benefits of mandates, but 
we are in a position to estimate the costs, and there is no question 
there are costs. 

Mr. Mica. Are there any particular types of mandates that pose 
the greatest danger to premium stability that you have seen? 

Mr. Antos. Perhaps regulations or legislation that would fun- 
damentally alter the way health care plans operate — ^in other 
words, more far-reaching than the sorts of things that Congress 
has considered in the last 2 years — ^would be something to be most 
concerned about. 

Mr. Mica. I have a question about implications of a lag between 
costs and premiums. You suggest that changes in premiums lag 1^- 
hind cost changes by about 2 years. Does the time lag have policy 
implications for management in the FEHBP? 

Mr. Antos. I am not sure that I have an answer for that regard- 
ing FEHBFs management. This is really an observation that 
health analysts have made over the years, trying to imderstand the 
ebbs and flows of premium increases and costs. 

It appears that at least the Blue Cross plan relatively quickly 
understands the cost pressures facing it. And according to Mr. 
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Gammarino’s testimony. Blue Cross is in a position to ne^tiate on 
perhaps a more up-to-date basis than in general. 

Mr. Mica. Well, in the forecast area of FEHBP premiums, CBO 
has estimated that private health care expenditures will increase 
on average between 5 and 6 percent a year between 1998 and 2007. 
Since FEHBP premiums have generily increased less than pri- 
vate-sector premiums, would it be reasonable to predirt that our 
Federal Employees Health Benefits Program prires will increase by 
less than 5 to 6 percent over that same period of time? 

Mr. Antos. In our current baseline, we estimate that the Federal 
costs of operating FEHBP will increase pretty much at 6 percent 
a year. However, I think it is premature to judge what the perform- 
ance is likely to be for FEHBP compared to the private sector. In 
fact, it is premature to judge what the private sector will do, for 
that matter. 

Mr. Mica. What do you see, Mr. Gammaiteo, as far as future 
costs based on past mandates, market conditions, and mandates 
that may be on the horizon? What is your prediction for the future? 

Mr. Gammarino. In the short run, meaning over the next couple 
of years, we are forecasting also in the range you just heard, 6 to 
7 percent trends, and our challenge is to beat those trends, to com- 
pete in the marketplace. We have on the books and will continue 
to do research in a number of areas to try to beat those trends so 
we can remain competitive and have an fordable product for our 

Mr. Mica. I heard Mr. Flynn say that we may need to go back 
and look at some of the 30-plus-year-old lemslation that is on the 
books. We may also need to look at some of the inflexibility of the 
programs and congressional mandates. 

What I would like to do is ask the staff to prep^ a survey of 
these carriers and ask them for their recommendations. Maybe we 
could work with 0PM to see what we could do, perhaps le^slative 
changes or administrative actions. There may be some things we 
can do without legislation to bring some of ^ese costs imder con- 
trol. I have had extensive conversations with the ranking mem- 
ber — ^who has a district commitment that he could not break this 
I morning, but wanted us to proceed vinth this — and both he wd I 
want to see if there is anything we can do legislatively, administra- 
tively, or working in partnership with the carriers and others to 
bring these costs down. 

Let’s see if we can’t get that out, look at what is happenmg here, 
what we can do legislatively if we need a legislative fix, and then 
some way to bring the cost down for our Federal employees and re- 
tirees and their families. . . , 

I appreciate you all coining out. I love early morning sessions. I 
would start these at 7 a.m. if I could. I do have addition^ ques- 
tions, believe it or not, and will submit them to you in writing and 
would- appreciate your response. I would also welcome any orgam- 
zarions or interested individuals who wanted to comment for the 
record, we will leave the record open for 2 weeks for those submis- 
sions. 



There being no further business to come before the Civil Service 
Subcommittee this morning, I would li^ to apdn thank our wit« 
nesses and call this meeting adjourned. 

[Whereupon, at 10:40 a.m., the subcommittee was acyoumedj 



